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research, potential bargaining strategies and tactics were 
evaluated through a survey of 62 Department of Defense 
contracting specialists. 

A primary conclusion of the research is that attaining 
a bargaining agreement that reflects a fair and reasonable 
price under bilateral monopoly conditions is not possible 
unless the Government possesses adequate information to 
accurately assess the fairness and reasonableness of the 


offered price. 
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a bee INTRODUCTION 


A. GENERAL ISSUE 


A central tenet of Government contracting is the 
concept of "fair and reasonable" price [Ref. 1:p. I-25]. A 
fair and reasonable price must be certified by Government 
buyers regardless of the dollar value of the contract, 
contract type or method, or urgency of need. A Government 
buyer's primary objective is a "total result and price fair 
and reasonable to both the Government and the contractor." 
[Refs bak Jo. 05 tC) 

Attainment of a fair and reasonable, or efficient price 
1S implied when the price reflects the economic forces of a 
competitive market [Ref. l:pp. I-29-1I-30]. Not all markets 
however, are characterized by the condition of many buyers 
and sellers that leads to efficient pricing under 
competitive market conditions. A market state may more 
closely reflect a monopolistic or oligopolistic condition 
where it might not be appropriate to infer that a price is 
efficient [Ref. 3:pp. 371-408]. Major defense contracts for 
weapon systems for example, are normally constricted by a 
market that consists of only a few defense contractors, 
competing in a market where there is one principal buyer, 
the United States Government. 

The central question posed by this thesis asks the 


question of what bargaining approaches a buyer should 


consider when: 

a. Lack Of Market [orces OF CONDECIELVewpereiiaemer sone 
product to be procured renders traditional price analysis 
methods ineffective, or 

b. other conditions lead to an offered price which is 
perceived to be unfair or unreasonable and, 

c. information needed to ascertain price reasonableness 
(S.G57 COSt- Or pricing tdatal As anseccurare. ineonpleee tes. 
unavailable, and, 

d. the item is urgently needed, and 

e. there is only one known source of supply. 

It 1s theorized that different bargaining approaches 
and strategy may be applied to this type of procurement 
dilemma in order to gain information related to the seller's 
pricing motives, work to negate the inherent advantages a 
sole source seller normally has over a Government buyer, 
influence the seller to modify his initial bargaining 
position, and ultimately, lead toward the attainment of a 
fair and reasonable price. 


B. BACKGROUND 


The primary goal of this study is to evaluate 
bargaining approaches which may be used by Government buyers 
to ensure an optimal, or a fair and reasonable price, when a 
market condition precludes easy determination of such price. 

The Federal Acquisition Regulation requires the price 


of all goods and services procured to be "fair and 


reasonable" [Ref. 2: par. 15.803]. This rule holds 
regardless of the dollar amount of the procurement, the 
contract type, procurement method, ber of sellers, 
national security interests or urgency of need. Assessing 
whether a price is fair and reasonable, or "price 
reasonableness," is normally accomplished through a 
combination of one or more of the several price or cost 
analysis methods. There are however, a number of possible 
circumstances that may hinder effective price and cost 
analysis. The unique nature of certain products and the 
lack of a readily defined market may frustrate attempts to 
accurately assess a price through price analysis [Ref. 4:pp. 
84-89]. Lack of data concerning the costs of producing and 
marketing the product may frustrate accurate cost analysis 
[Ref. 4:pp. 46-48]. Lack of time may prevent an accurate 
assessment using either price or cost analysis [Ref. 4: pp. 
46-48]. For instance, an item which is urgently required 
due to military exigency or other emergency may necessitate 
expedited procurement, which may mean completing the 
purchase in one day or less. This limited amount of time 
may not provide sufficient time for a Government buyer to 
correctly assess price reasonableness. Thus, a Government 
buyer may face considerable challenges in deciding whether a 
price is actually fair and reasonable. 

Given that an offered price may not always be fair and 


reasonable and urgency of need may create considerable 


pressure to purchase the item anyway, the Government 
contracting officer faces a potential ethical dilemma: buy 
the item and violate a central tenet of Government 
contracting which she has sworn to uphold; or delay and wait 
until a fair and reasonable price can be obtained or another 
alternative to the procurement can be found, even if the 
delay may jeopardize national security objectives, human 
life or cost many times the price of the item procured ([Ref. 
4:p. 48]. It is theorized that the application of one or 
several bargaining approaches may be effective in resolving 
this type of dilemma. 


C. SPECIFIC PROBLEM 


The following "procurement scenario" was devised to 
illustrate the general problem posed in this thesis. 

You are a buyer for the Navy working at the Naval 
Inventory Control Point (NAVICP), Philadelphia. You had 
received a purchase request from USS CONSTELLATION (CV 64) 
for two high pressure steam reducing valves, parts which are 
essential for the operation of two of the ship's four steam- 
powered catapults. The catapults are currently out of 
commission due to lack of these two parts. The purchase 
request 1s stamped C-3 CASREP, meaning that a major 
degradation has occurred to a primary weapon system on board 
a critical element of the Nation's defense. In fact, the 
C-3 status of your requisition is automatic justification at 


NAVICP for you to deviate from the normal requirements of 


BS 


the Federal Acquisition Regulation (FAR), based on the 
"urgent and compelling" nature of the requirement. You 
received the requisition yesterday and immediately called 
the source of supply, San Diego Valve and Industrial (SDVI), 
which quickly responded with an offer of $90,000 for the two 
valves required. 

You received the technical report a few hours ago. The 
report says that the valves were manufactured according to a 
design tailored to fit the unique pressure reducing 
requirements of the steam catapults and that the original 
manufacturer went out of business 20 years ago. Eight of 
the valves were originally procured by the Navy, four for 
CONSTELLATION and four spares for supply system stock. 
Supply stocks were exhausted 10 years ago when all four 
valves were requisitioned for a major overhaul of the 
catapults. The valve has not been purchased by the 
Government since the original valves were purchased thirty 
years ago. Purchase price for the original valves was 
$1,500 each. The technical report said that SDVI is the 
only known source of the valves. The report also concluded, 
based on an analysis of the NAVSHIPS drawings for the valve, 
that manufacturing the valve, if a manufacturer could be 
found, would take a minimum of 16 weeks. 

With some suspicion concerning the reasonableness of 
the offered price, you called SDVI and requested cost or 


pricing data that would allow you to justify the price. 


qn 


SDVI refused to forward any cost or pricing data, telling 
you that it 1S against their company policy to provide such 
data. SDVI also reminded you that their price was below 
$100,000, which is the Simplified Acquisition Threshold at 
NAVICP. Finally, SDVI told you that their price was 
"nonnegotiable." In short, you were told to "take-it-or- 
leave-it." CONSTELLATION is scheduled to depart on a six- 
month deployment in three days. You have been told in no 
uncertain terms that the ship must have these valves before 
getting underway. The Commander of NAVICP, Admiral Flag, 
will be briefed daily on the progress of this procurement. 

rhe (Following weOngit tons are ‘exp licita om amolted in 
this "procurement scenario": 

1. There is only one known source of supply. 

2. The price offered is suspected by the buyer as being 
extremely unfair and unreasonable. 

3. The seller (initially) refuses to provide any 
information which might help the buyer assess and validate 
the reasonableness and fairness of the price. 

4. The Government holds insufficient cost ae Pie esac, 
data to determine the reasonableness of the price. 

5. The parts are for a critical system on board USS 
CONSTELLATION (CV 64), which will deploy in a matter of 
days. "Unusual and compelling urgency" is therefore an 
appropriate justification for deviating from normal FAR 


procedures. 


6. The chance of finding other parts which might be 
Suitable substitutes for the parts appears remote, as the 
parts were designed specifically for the system on board USS 
CONSTELLATION (CV 64), 

7. The offered price is below $100,000, precluding the 
Government from requiring the contractor to provide cost and 
pricing data as a condition for the sale of the parts. 

Though this situation may seem unrealistic, the genesis 
for evaluating exactly this type of procurement scenario 
began when the researcher was faced with just this type of 
Situation while assigned to a major U.S. Navy ship repair 
and maintenance facility. Preliminary research indicated 
that other procurement personnel had also faced this type of 
procurement dilemma. Jocelyn Higgs in her thesis entitled, 


An Examination of Acquisition Ethical Dilemmas: Case 
Studies for Ethics Training, related a similar scenario 


IRet. 4:pp.. 37-83] < 


A new contracting officer, with less than six 
months of experience, receives an urgent 
requirement for communication devices needed by a 
combat unit deployed overseas. Only one 
contractor can meet the specifications and supply 
the communication devices. Realizing that the 
Government cannot obtain the communication devices 
from any other supplier, the contractor pads his 
price considerably. The contractor's proposal 
includes what the contracting officer thinks is an 
exorbitant amount of profit. He consults with 
several of his more experienced colleagues in the 
contracting office and they confirm that the 
profit does represent an 'outrageous' amount of 
Deo ta te 


The contractor refuses to provide cost or 


Fe 


pricing data in support of his proposal. [In 
addition, the contractor objects to several 
clauses required by the Federal Acquisition 
Regulation (FAR), including the mandatory audit 
clause which grants the Government the right to 


"examine and audit - books, records, documents, 
and accounting procedures...2 . (FAR para. 
Sen21l5-2)," CO, Cvaluate contractor is costs. 


During the contracting officer's preparation 
of the contract for award, a senior representative 
of the customer - an Army Colonel - calls daily, 
demanding that the contracting officer make award 
immediately. Because the communication devices 
are needed in support of an "unexpected" operation 
overseas, the Director of Contracting dismisses 
the contracting officer's concerns about the 
contractor's price and insists that the 
contracting officer sign the contract immediately. 
Long after the contract award, the contracting 
officer's misgivings about the fairness and 
reasonableness of the contractor's price still 
cause him to question the rightness of the 
decision. 


The type of procurement scenario related in the two 
cases just summarized did not escape the attention of many 
classical economic theorists, who examined this type of case 
in the framework of a bilateral monopoly, or a one buyer, 
one seller market [Ref. 5:p. 64]. The insight gathered from 
the theoretical perspectives of many of these classical 
economists was used to formulate the theoretical foundation 
for this thesis. 


D. RESEARCH QUESTIONS AND OBJECTIVES 


In order to accurately analyze the problems faced by a 
Government buyer when offered a seemingly unfair or 
unreasonable price in a sole source procurement where 


accurate cost or pricing data to assess price reasonableness 


are unavailable, the following research questions were 
developed: 


1. Primary Research Question: 


What bargaining tactics and strategy might be effective 
in purchasing goods or services from a sole source offeror 
when the price is perceived as unfair or unreasonable? 


2. Subsidiary Research Questions: 


a) What is a "Fair and Reasonable" price? 

b) Are Situations similar to the CONSTELLATION scenario 
experienced by Government contracting personnel? 

c) Are there differences between experienced and 
inexperienced contracting personnel with respect to the 
elements of bargaining they consider important in cases like 
the CONSTELLATION scenario? 

d) Are there differences between experienced and 
inexperienced personnel with respect to the bargaining 
strategy and tactics they would use if confronted with a 
procurement situation like the one in the CONSTELLATION? 

e) What bargaining approaches are preferred by 
Government procurement personnel? 

f) Is there any difference between the preferred 
bargaining approaches of experienced and inexperienced 
contracting personnel? 

g) How should Government buyers prepare for bargaining 


with a sole source, "take-it-or-leave-it" offeror? 


E. SCOPE, LIMITATIONS AND ASSUMPTIONS 


Analysis was limited to the procurement of goods or 
services below the Simplified Acquisition Threshold (SAT) of 
$100,000. The purpose in asSigning this limitation was to 
asSist in examination of the impact that imperfect 
imtermatitom Naceem tie bargaining truocess, peAl eiouam the 
threshold for requiring scert2ii1ed cost vand pricing dataic 
S500,000 {Ref.. 2: pare 15.,804-2 (ali) lace contracting officer, 
may request information other than certified cost and 
pricing data to determine price reasonableness or cost 
realism when a contract's total acquisition cost exceeds 
S100, 000) [Ret 2 bar 155804 —5.(a\n( 2.) 

The assumption that a market price, or a price derived 
or formed through the actions of a competitive market, is 
"fair and reasonable" is implied at points within this 
thesis. Lack of a precise definition for the term, "fair 
and reasonable" drives this assumption. A "fair price" 
implies that the price reflects an equitable division of 
trade gains between buyer and seller. "Reasonable" implies 
a price which reflects rationality, logic and knowing. 
Economic theory tells us that a price derived froma 
competitive market is an efficient price, or a price which 
optimizes the welfare of market buyers and sellers [Ref. 6: 
p. 469]. The author however, was unable to find a 
sufficient consensus in economic theory to conclude as 


axiomatic that an efficient price under a competitive market 
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condition is equitable, logical and rational, ergo, "fair 
and reasonable." 

Additional analysis of what is a "fair and reasonable" 
price is undertaken in Chapter II. 


F. METHODOLOGY 


An extensive review of microeconomic theory and the 
branch of microeconomic theory commonly referred to as 
bargaining theory was used to provide a theoretical basis 
for this thesis. A significant amount of bargaining theory 
1s devoted to the economic case of a bilateral monopoly, 
which greatly assisted the research effort. The bilateral 
monopoly condition can be applied directly to the 
procurement scenario drawn by the author to provide a basis 
for analyzing the primary and subsidiary research questions. 

A survey of Government contracting personnel was also 
conducted to ascertain what bargaining tactics and 
approaches are currently used in the field and which tactics 
and approaches are considered to be most effective. Sixty- 
two completed responses were received from a wide variety of 
acquisition activities with contracting authority ranging 
from under $2,500 (the micro-purchase threshold) to over 
S07 000.000: 

The survey begins by presenting the reader witha 
specific framework in which to consider bargaining tactics, 
strategy and approaches, the CONSTELLATION procurement 


scenario. The scenario presents a framework for extensive 


analysis from both an economic and a psychological point of 
view, because it 1S a very practical example of a real-world 
bilateral monopoly. 

Using the CONSTELLATION scenario as a basic point of 
reference, each survey participant was asked a series of 
questions. The questions were formulated around four 
general strategies or goals: (1) to evaluate the frequency 
with which scenarios similar to the CONSTELLATION or Higg's 
scenario occur in the real world, (2) assess the survey 
respondents' reaction to a "take-it-or-leave-it" type of 
offer and correlate that information to their preferred 
bargaining strategies and tactics, (3) gather information on 
what Government acquisition specialists viewed as 
potentially effective bargaining tactics and strategies to 
counter the bargaining advantages the seller holds in the 
CONSTELLATION scenario, and (4) gauge whether the survey 
respondent's preferred overall approach to bargaining is 
interest-based or position based. 


G. THESIS ORGANIZATION 


Chapter I presented the basic research issues this 
thesis will analyze. The issue revolves around what 
bargaining strategy and tactics a Government procurement 
specialist should consider when faced with an urgent 
requirement, a potentially unfair or unreasonable price, 
lack of information and an adversarial buyer-seller 


relationship. These issues are Summarized and analyzed 


eZ 


through the CONSTELLATION procurement scenario. 

Chapter II will be used to establish a theoretical 
framework to view the bargaining scenario. Price theory, 
the issue of a "fair and reasonable" price, and the economic 
case of a bilateral monopoly, will be used to illustrate the 
problem from both the seller and buyer perspectives, as well 
as from the combined buyer/sellier perspective. 

Chapter III will examine the role that bargaining 
strategy and tactics play in effecting a bargaining outcome. 
Bargaining tactics and strategy are defined, and to further 
illustrate the role of bargaining strategy and tactics in 
the bargaining process, a general model of bargaining is 
presented. 

Chapter's IV and V will be used to present and analyze 
the data derived from the thesis survey. The primary goal 
of these chapters is to analyze what Government contracting 
specialists view as potentially effective bargaining tactics 
and strategies to counter the bargaining advantages the 
seller holds in the CONSTELLATION scenario. Chapter VI of 
this thesis will present conclusions and recommendations for 


future research. 
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Ii. LITERATURE REVIEW AND THEORETICAL FRAMEWORK 


A. GENERAL 


This chapter presents a theoretical foundation for the 
subsequent analysis sections of this study. Two major areas 
form the locus for this review: microeconomic theory and 
bargaining theory. This section has three goals: (1) to 
evaluate the pricing options a seller has when pricing his 
product, (2) provide insight into the hypothetical 
relationship between the buyer and seller as posed in the 
Survey procurement scenario, and perhaps what is most 
important, (3) to define the factors which impact each 
party's strategic behavior. An understanding of these 
concepts is fundamental to understanding the positions of 
the two parties in the scenario and the development of 
bargaining approaches which could be used to move the 
parties toward an agreement. 

A discussion of pricing theory and pricing approaches 
begins this section and is used to illustrate the choices 
buyers and sellers must consider when evaluating price. The 
concept of "fair and reasonable" as it pertains to price 
will be discussed at this point. 

Bargaining theory and the strategic aspects of the 
bargaining process beneficial to the analysis of the primary 
and subsidiary research questions will comprise the latter 


Portion of thie section. Bargaining Eheorises have crcen 


iD 


used the microeconomic condition of a bilateral monopoly to 
illustrate the strategic interaction of the participants in 
a one buyer and one seller market. Unlike the economic 
model for a competitive market in which buyers and sellers 
maximize welfare through a market pricing mechanism, buyers 
and sellers under a bilateral monopoly scenario must 
implicitly seek a mutually agreeable price through 
bargaining. Thus, the bilateral monopoly case presents an 
ideal model for evaluating bargaining theory and the 
strategic elements of human interaction that characterize 
the bargaining process including "threat, bluff and 
strategic behavior in general." [Ref. 7:p. 1] 


B. PRICING APPROACHES 


A seller may choose a number of different pricing 
strategies or approaches, depending on its long and short 
term goals and business objectives and the nature of 
competition in the market. A primary pricing approach is to 
choose a price which will maximize profit [Ref. 3:p. 246]. 
Conversely, a seller may price its product below marginal 
costs in order to "buy-in" or establish itself in a market. 
Along these lines, a firm may discount a profit maximizing 
price in order to gain market share, with the goal of 
PecOuUpInG wEOrtes, latemlket. 2p. t-ldi. ) these pirieing 
strategies and others are surveyed in this section. 

Microeconomic theory holds that profit maximization is 


a primary motivation for a business interest and thus, a key 
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consideration in determining price [Ref. 8:p. 1]. Under 
competitive or market conditions, and absent externalities 
which would distort market conditions, profit maximization 
occurs at the point where the market demand equals market 
supply. In other words, the competitive nature of markets 
has the effect of driving the price down to the lowest 
possible point at which a rational seller would sell his 
product, the point where price just equals the cost of 
producing one additional unit, or the marginal cost [Ref. 
6:p. 226]. A rational seller would not sell at any point 
below this price, since he would incur a loss [Ref. 8: p. 
Zi 

Under monopoly market conditions, a sole source or 
monopoly may discriminate with respect to price [Ref. 6: p. 


240]. A profit maximizing price for the monopolist is 


attained at the point where marginal revenue equals marginal 


costs. Thus, the profit maximizing monopolist will continue 


to sell as long as he continues to make a profit. Profit is 


not guaranteed in this scenario however, but is dependent on 


demand for the product. Total revenue must exceed total 
costs for profit to be achieved, which 1S contingent on the 
total quantity sold [Ref. 1:p. I-16]. 

The market share pricing approach 1s a strategy in 
which the seller prices his product lower than his 
competitors in order to gain market share [Ref. l:p. I-17]. 


Alternatively called a "buy-in" pricing approach, this 


i 


strategy implicitly assumes that the seller is willing to 
trade a short term loss in order to penetrate a new market 
Or to Gain customers (Ref. 1: p. I1-17jo By prreing below 
the competition, new sellers are potentially dissuaded from 
entering the market and current competitors may be driven 
from the market, leading to a greater market share for the 
seller who uses a market share pricing strategy. As the 
quantity produced and sold increases, the seller can expect 
average costs to fall, leading to profits in the long run 
BEG. le. en ee re 

A market skimming strategy can be successfully applied 
by sellers that have a product with a comparative advantage 
over the competition [Ref. 1: p. I-18]. Realizing that some 
buyers are willing to pay a premium for the extra advantage 
their product provides, the seller prices its product above 
the competition, thereby attaining a higher profit margin 
than it would attain if it set a price in line with the 
competition. Apple Computer Company is a contemporary 
example of a firm which was able to successfully use this 
approach to sell its "Macintosh" line of computers at a 
premium over its competitors [Ref. l:p. I-18]. 

Pricing strategy may also be determined based on 
incurred costs [Ref. l:p. I-8]. Cost-based pricing 
strategies include markup pricing, margin on cost pricing 
and rate of return pricing [Ref. 1:p. I-8]. In each of 


these scenarios, it is producer costs, not market conditions 


Es 
CO 


that guide the pricing strategy j{Ref. li:p. I-8]. 

Markup pricing 1s a method in which the producer 
establishes price as the sum of direct or total costs plus a 
desired percentage of cost [Ref. l1:p. I-9]. A producer 
using margin on cost pricing establishes price by summing 
direct costs or total costs and adding a desired markup 
percentage to attain a price. If total costs are used as 
the markup benchmark, profit is equal to the markup 
percentage multiplied by the quantity sold. Using direct 
costs as a benchmark, indirect costs must be subtracted from 
mark up percentage and multiplied by the quantity sold in 
order to establish profit [Ref. l:p. I-10]. Rate-of-return 
pricing is analogous to margin on cost pricing except that a 
desired rate-of-return is substituted for a desired markup 
feet. 12p. L£=13].. 


Cr. FAIR AND REASONABLE PRICE 


Attainment of a fair and reasonable price is a 
requirement of all Government contracts [Ref. 2]. When 
market conditions set price, or costs are readily available 
for review, determining whether a given price is fair and 
reasonable is not normally excessively difficult. Defining 
what is a fair and reasonable price however, is not always 
axiomatic. The subjectiveness of the terms and their 
capacity for broad interpretation can lead to disagreement 
between a buyer and seller over what is a fair and 


reasonable price [Ref. 9:p. 67}]. Additionally, a lack of a 


ie 


market-based mechanism for setting price or the availability 
of current, accurate and complete cost data can likewise, 
lead to difficulty in accurately determining whether a price 
is fair and reasonable. Thorough analysis of what is "fair 
and reasonable" is necessary in order to resolve the primary 
thesis question under consideration. 

Attainment of a fair and reasonable price is a 
requirement regardless of contracting method or contract 
type [Ref. l:pp. 1I-25-1I-34]. The requirement for a fair and 
reasonable price holds even under the six cases listed in 
FAR Part 6 that allow a contracting officer to deviate from 
the FAR requirements for full and open competition [Ref. 
2:par. 6.303-2(7)]. Regardless of a lack of competition, 
national security, public interest, international agreement 
or industrial mobilization, the requirement to develop 
engineering or research capability or acquire expert 
services, or the presence of an unusual or compelling 
urgency, the FAR requires that the "anticipated cost to the 
Government (will) be fair and reasonable." [Ref. 2: par. 
6.303-2(7)] Lack of cost or pricing data or an objective 
yardstick to evaluate what is a fair and reasonable price, 
and the universal Government contracting requirement that a 
fair and reasonable price be attained regardless of any 
exceptional circumstance or exigency, can create significant 
difficulties in evaluating price fairness and price 


reasonableness. 
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The term "fair price" suggests that a fair price should 
be equitable, moderate and correct [Ref. 10]. A "reasonable 
price" infers that the price achieved should be logical, 
rational, sound and wise [Ref. 10]. The FAR does not define 
"fair and reasonable." This omission from the FAR implies 
either that the definition of the term should be obvious to 
the informed reader or that because the term cannot be 
defined in objective terms, it cannot be readily or 
precisely defined. It is this incongruous aspect of the 
term that makes interpretation of the term so tantalizingly 
difficult in some circumstances. In practice, it is left to 
the knowledge and judgment of a skilled and informed buyer 
to decide exactly what is "fair and reasonable." Resolution 
of the issue between buyer and seller over what is a fair 
and reasonable price is often left to be resolved through 
bargaining or negotiation. 

The Contract Pricing Reference Guide (CPRG), which is 
prepared jointly by the Air Force Institute of Technology 
and Federal Acquisition Institute provides an analysis of 
"fair and reasonable." [Ref. 1:p. I-25] A "fair" price isa 
price which is fair to both the buyer and the seller. "Fair 
to the buyer" is defined as either the [Ref. 1l:p. I-26] 

. fair market value of the contract 

deliverable, or the total allowable cost of 

providing the contract deliverable that would have 

been incurred by a well-managed, responsible firm 


using reasonably efficient and economical methods 
of performance, plus a reasonable profit. 


Za 


"Fair to the seller" is defined as [Ref. l:p. I-27]: 

aa a price that is realistic in terms of the 

seller's ability to satisfy the terms and 

CONG lEt1ons of Ene coneract . 

A "reasonable" price is defined as [Ref. 1:p. I-29]: 

. . . a price a prudent and competent buyer would 

be willing to pay, given available data on (1) 

market conditions, (2) alternatives for meeting 

the requirement, (3) the evaluated price of each 

alternative, and (4) technical evaluation factors 

(in "best value" competitions). 

Within the definitions of fair and reasonable cited 
above, knowledge related to at least one of the following 
areas is explicitly required to achieve an acceptable 
determination of price fairness and reasonableness: (1) 
knowledge of the elements which make up either the costs 
incurred in producing the contract deliverable; (2) the 
price that would be paid for the product under a given set 
of market conditions, or (3) the alternatives for meeting 
the requirement. Without such information, the Government 
buyer has little to fall back on to ensure the offered price 
is fair and reasonable. When such information is held 
principally by the seller, it holds considerable pricing 
discretion and considerable bargaining power [Ref. ll:p. 3- 
ak ad 

"Pair and reasonable" is a term which evades a precise 
definition. Lack of an objective measuring stick for what 


is fair and reasonable and the inherent intangible nature of 


the elements that define the term mean that a "fair and 
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reasonable" price determination may not be easily attained 
and may be contingent on the interpretation of less than 
perfect information. This should not however, lead one to 
conclude that they cannot decide that a price is unfair 
and/or unreasonable. Within the context of a contractual 
agreement, the consensus on what is a fair and reasonable 
price is dependent on the buyer's and seller's opinion of 
the value of the product or service procured [Ref. 9:pp. 66- 
67]. This is the essence of what bargaining is and why it 
1s theorized that bargaining approaches should be useful in 
aiding the determination of what is a fair and reasonable 
price. 


Ds BARGAINING THEORY AND BILATERAL MONOPOLY 


Bargaining holds particular interest to economists 
because of the role bargaining plays in the process of 
exchange. Considerable study has been devoted to analyzing 
the effects of bargaining on the exchange process and the 
impact bargaining has on the determination of price [Ref. 
12:pp. 103-110]. The economic case of a one-buyer, one- 
seller condition, or bilateral monopoly, has particular 
interest for bargaining theorists because the high degree of 
mutual dependence between the parties and lack of a market 
force to set a price implies that bargaining must take place 
before an exchange agreement can be reached [Ref. 12:p. 
tae 


A frequently cited example in the literature of a 
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bilateral monopoly condition is the case of a unionized 
workforce engaged in negotiations with its employer ([Ref. 
S:p. 1]. Both the union and the firm establish a price for 
the good sold, which in this case is labor. The union may 
establish for example, that its labor is worth 10 dollars 
per hour. The firm, in turn, may establish a value on the 
employees' labor of 20 dollars per hour. Any price the 
union receives above its reservation price of 10 dollars is 
surplus, just as any price the firm receives below its 
reservation price of 20 dollars is profit. The net 
potential gain in trade between union and firm is 10 
dollars. The division of this potential gain in trade, and 
the role that bargaining plays in achieving it is however, 
the subject of considerable theoretical debate [Ref. 12:p. 
Sale 

Despite more than 100 years of analysis by some of the 
19th and 20th centuries most noted economists, there remains 
considerable disagreement within the literature which 
addresses the bilateral monopoly case. The bilateral 
monopoly case has been described as a bargaining paradigm by 
some, without a determinant quantity or price solution [Ref. 
13:p. 29]. Other theorists have concluded that a 
determinate quantity solution is obtainable [Ref. 12:p. 
111). Still other theorists have found determinant 
solutions for both quantity and price. A discussion of the 


varied analyses supporting each of these positions is useful 
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in illuminating the factors which weigh on the bargaining 
process. 

Analysis of the bilateral monopoly case can be traced 
back to the work of Edgeworth and his study of the 
relationship between trade unions and management [Ref. 5:p. 
1]. Of particular interest to Edgeworth was how unions 
could affect wages in what was considered to be a perfectly 
competitive market [Ref. 5:p. 1]. Edgeworth's analysis 
concluded that the price of labor (wages) was indeterminate 
under a bilateral monopoly condition such as a union- 
management relationship. A range of equilibrium wages 
however, could be constructed using the intersection of the 
opposing parties' utility functions to create a "contract 
curve." [Ref. 12:p. 105] The contract curve range was 
defined at the lower end of the range by the wage that 
management would be forced to pay to maintain an adequate 
labor force, and at the upper limit by the maximum wage the 
union could demand without creating unacceptable 
unemployment [Ref. 5:p. 2]. 

Edgeworth's analysis spurred further study. A. L. 
Bowley's 1928 analysis of the bilateral monopoly case is 
frequently referenced in the literature and is viewed by 
many current day economists as the first analysis to provide 
a theoretically correct solution to the problem, though 
there is some disagreement among theorists over whether 


Bowley felt the joint profit maximizing output solution 
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should be viewed as a determinant solution [Ref. 12:p. 108]. 

Bowley presented his theory via three separate cases 
involving a monopolistic supplier of iron ore anda 
monopsonistic steel producer: Case I, in which the steel 
manufacturer could dictate the price of ore, but the steel 
producer decided output; Case II, in which the ore supplier 
dictated price, but the steel producer determined output, 
and Case III, where the ore supplier and steel manufacturer 
combined [Ref. 12:p. 108]. In Cases I and II, Bowley 
concluded that the party that established price gained the 
larger share of the profits. The stronger party established 
the price and was thus a price maker, while the weaker party 
was forced to be a price taker, accepting any price so long 
aS marginal costs (in the case of the monopolist) or 
marginal revenues (for the monopsonist) were not exceeded 
and the weaker party was allowed to make a profit. Cases I 
and II were determined to be socially disadvantageous 
however, when compared to Case III, where collusion 
occurred, as higher prices and lower outputs result under 
Cases I and II [Ref. 12:p. 108]. Under Case III, a 
determinate output 1S attainable at the quantity the 
monopolist and monopsonist would produce if the two parties 
combined. The output quantity that the colluding parties 
would agree to produce is the output which maximizes the 
FOInNE PLrOEDES Of etne: Cwo firms. 


Bowley suggested that division of the combined profit 
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could possibly be determined at the intersection of the 
Supplier's offer and producer's demand curves, but concluded 
that this position was unstable and unmaintainable because 
of the parties! inclination to set their own prices [Ref. 
12:p. 108]. Thus, a determinate price was not attainable. 

A determinate profit maximizing quantity would be maintained 
only so long as the two firms colluded. 

Zeuthen's theory of bilateral monopoly used Edgeworth's 
"Contract curve" to create a "range of practicable bargains" 
[Ref. 14:p. 105]. Within this range, any agreement was more 
advantageous to the parties than the alternative, which was 
non-agreement, or conflict. This conflict was what Zeuthen 
termed “economic warfare," or the "complete temporary 
discontinuation of all connections with the other party or 
threats Of such a discontintiation.” [TReE. 14265 101) 
zeuthen theorized that the expected costs of the conflict 
were measurable and would be compared to the expected 
euceome Of Ene contitet in Crder ico deecernine teeny Wiis cere 
the fighting sphere," or whether either party might gain an 
advantage through fighting [Ref. 14:p. 105]. 

Zeuthen concluded that while the costs and benefits of 
fighting a conflict were determinable, the equilibrium price 
was indeterminate, though the price would still fall within 
the range of "practicable bargains." [Ref. 14:p. 106] This 
lead Zeuthen to conclude an optimal price under a bilateral 


monopoly condition was indeterminate, but that there were 
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determining forces that would influence the ultimate price 
attained, including "skill at negotiation, changing 
sentiments among the rank and file, accidental 
circumstances, bluff, etc." [Ref. 14:p. 106] EY Go, 
Zuethen's theory is significant for introducing subjective 
bargaining factors into the bilateral monopoly equation, 
such as negotiation skill, and its attempt to find "values 
and quantities" for these bargaining elements [Ref. 15:p. 
27s 

Zeuthen's theory is also significant for its discussion 


of risk in the bargaining process. Pen summarizes Zeuthen's 


treatment as follows [Ref. 15:p. 32]: 

At each step in the bargaining process the 
bargainer must compare the possible advantages and 
disadvantages. The advantages consist in the 
attainment of a more favorable price. The 
disadvantages consist in the possibilities of a 
conflict. The decisive factors in a bargainer's 
choice are not only the magnitude of these 
advantages and disadvantages, but also the 
bargainer's estimation of their possibility. The 
latter designation, (is) designated as the risk of 


eveontl1ct 

Zuethen's analysis of risk succinctly illustrated a 
basic concept of bargaining advantage, as well as an 
iterative approach of evaluation and reevaluation as a 
characterization of the process each party went through to 
attain a relative estimation of bargaining advantage. This 
approach was later applied by other theorists, notably Jan 
Pen, to other subjective elements of bargaining [Ref. 15:p. 
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Other theorists, building on Zeuthen's work, notably 
Schneider, Wicksell and Schumpeter, argued that a 
determinate price and stable equilibrium could be attained 
in bilateral monopoly, "provided the parties are peaceful 
profit maximizers rather than contenders for dominance 
resorting to bluff and economic warfare." [Ref. 12:p. 108] 
Profit maximization, when considered a superior strategy to 
dominance or economic warfare, was thus viewed as the key 
determinant in achieving a stable, determinate price ina 
bilateral monopoly condition. In sum, these theorists 
argued that profit maximization would not only lead the 
bargainers to a range of equilibrium prices as Edgeworth and 
Bowley had espoused, but given the assumption that the 
parties were "peaceful profit maximizers," a determinate 
equilibrium price for the intermediate good traded was 
attainable. 


Von Nuemann and Morganstern's monumental Theory of 
Games and Economic Behavior introduced the game theoretic 


approach to bargaining theory [Ref. 16:p. 155]. Von Nuemann 
and Morganstern ascertained a determinate bargaining 
solution to the bilateral monopoly case, but found it 
necessary to limit their analysis to what they called the 
"Zero-sum game," or a bargaining scenario in which the 
division of Dreofits as Yall ver Nene.) qRer Woo ss 


Nash adopted Von Nuemann and Morganstern's game theoretic 
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approach in his treatise on bilateral monopoly, The 
Bargaining Problem (Ref. 16:pp. 155-162]. In The Bargaining 
Problem, Nash achieved a definite solution to the bilateral 


monopoly condition at the point where each party maximized a 
numeric utility that expressed the opportunity that each 
party would receive by engaging in bargaining [Ref. 5:p. 7]. 
In Nash's most basic illustration of the theory, this point 
1s exactly equal to the point on Nash's agreement frontier 
at which each party's utility was exactly one half of what 
it would be if each party achieved its most desired outcome 
(Ref. S5:p. 11]. In order to achieve this optimal solution, 
Nash made nine assumptions [Ref. 5:pp. 8-10]: 


a. The parties are rational and expect the 
other to be rational; 

b. The parties attempt to maximize their own 
SiG bleskic ws ene Woe uliely, 

c. Actors have complete information 
concerning the utility of alternative settlements 
for themselves and their opponents; 

d. Neither party will settle for an agreement 
that is not Pareto-optimal; 

e. Both parties will bargain in good faith. 
That is, once a bargainer makes an offer it cannot 
be withdrawn, and once an agreement is reached, it 
is enforceable; 

fF. If the parties' final demands or offers 
are incompatible, bargainers get the utility 
associated with failure to reach agreement; 

g. If the set of possible solutions is 
limited to a more restricted range on the 
agreement frontier, the determinate solution 
remains the same as long as the original solution, 
based on the complete agreement frontier, is 
included in the more restricted set; 

h. The only significant differences between 
the parties are reflected in their utility 
PuneEtens: 

1. An order preserving linear transformation 
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of the utilities does not change the solution. 

The many assumptions detailed in Nash's approach 
illustrated the difficulty in distilling the bilateral 
monopoly problem into a realistic set of mathematical 
equations which could then be used to formulate a 
determinate solution. 

Understandably, Nash's assumptions met with some 
resistance. Friedman succinctly summed up the limitations 
of Nash's approach [Ref. 17:p. 1]: 

Nash gives a unique solution, but does so only by 

assuming a symmetrical, and efficient solution, 

which in the case of a bilateral monopoly amounts 


to assuming the answer. 


Pen's A General Theory of Bargaining openly criticized 


bargaining theory which espoused assumptions which would 
Simplify or inhibit the conduct and knowledge of the 
bargaining parties [Ref. 15:pp. 24-26]. He singularly 
pointed out the assumptions of "rational conduct, neutral 
risk valuation and perfect insights" made under the Nuemann- 
Morganstern approach as "too specific," and similarly 
criticized Nash's supposition of equal bargaining skill 
[Ref. 15:p. 25]. 

Pen's critical view fell equally on those theories of 
bilateral monopoly which ignored the subjective elements of 
the bargaining process [Ref. 15:p. 25]. He argued that 
Bowley's theory (and the complimentary work of Henderson, 


Marshall and Stackleberg, among others), failed to find a 
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determinate price solution because the theory failed to 
elucidate the relationship between the price and 
psychological factors, which Pen termed in the singular as 
"datum" [Ref. 15:p. 24]. Pen describes "datum" in the 
Eeltowing terms (Ref. S262 ,274- 

Because all social phenomena are to a certain 
degree interdependent, all phenomena are, 
intrinsically, determining factors in the outcome 
of the bargaining process. Somewhere in the 
causal chain, we have to place a limit to our 
investigation. The first factor at the other side 
of the limit is called a datum. 


Pen's primary data for constructing his theory of 


bargaining were what he called a bargainer's ophelimity 
functions, or the satisfaction that a bargainer achieved 


through the attainment of a certain price [Ref. 15:pp. 24- 


26]. In the simplest case, Pen's ophelimity function 


corresponded to a buyer or seller's profit function. Aside 
EFOM) prOorle,) PsyeCnologi cal factors migur alse coleriouec. ae 


a bargainer's ophelimity function [Ref. 15:p. 28]: 


The attaining of a certain result may have a 
certain value in itself, just as the hunter who 
shoots a rabbit will derive a certain satisfaction 
from it, quite apart from the expected pleasure of 
his dinner . . . . Sometimes it iS apparent ina 
negative sense, especially when the bargainer is 
forced away from a price he has heavily insisted 
upon, and he fears to “lose face.' In this case 
the ophelimity function may show a sharp peak at 
the price which was claimed before. 


Pen's ophelimity functions were thus, multidimensional 


and possessed the capability for accounting for a complete 
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range of objective and psychological or subjective 
bargaining elements. Elasticity of demand for labor for 
example, was only one of many factors to consider in 


determining a union leader's ophelimity function [Ref. 15:p. 
28]. Other factors, such as the union member's preference 


for a particular wage and the leader's perceived loss of 
member confidence should he fail to realize a satisfactory 
wage rate, might also be factored into the function [Ref. 


15:p. 28]. Pen concluded by stating that ophelimity 
functions could be formulated to reflect all factors that 


determine a bargainer's preference for a certain bargaining 
outcome |Refs 152 p. 29). 

Pen's theory was also significant for its illumination 
of the concept of bargaining power. Pen describes 
bargaining power in the following terms [Ref. 15:p. 40]: 

Given the ophelimity functions (expressing 

the opposed wills of the bargainers), economic 

bargaining power depends on conflict ophelimities, 

the risk valuation functions, and on the capacity 

of the parties to shift these determinants. 

Pen's theory thus provided a framework for defining and 
evaluating bargaining power, based on the subjective and 
objective elements which made up the bargainer's ophelimity 
functions, each party's particular and relative perception 
of conflict and risk, and on the Capacity of he pareies ve 


influence or change their opponent's perception of these 


elements. 
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A principal purpose of Bacharach and Lawler's general 
theory of bargaining was to analyze the determinants and 
consequences of bargaining power and describe the connection 
between bargaining power and bargaining tactics [Ref. S:p. 
x]. Within this framework, bargaining power was viewed as a 
"primary framework" or "schemata of interpretation" for the 
bargaining process [Ref. 5:p. 43]. For Bacharach and 
Lawler, bargaining power was the "essence of bargaining" and 
the. (Ref. S20..743 |): 

pivotal construct for a general theory of 

bargaining .. . . Bargaining power pervades all 

aspects of bargaining and is the key to an 

integrative analysis of context, process and 

GUuLCOMe. 

Bargaining power is further described as a "sensitizing 
concept or primitive term." [Ref. 5:p. 44] That is, 
bargaining power cannot be defined precisely, but "points to 
a series or range of phenomena but not in a manner that 
allows precise definition or measurement." [Ref. 5:p. 44] 
Thus, bargaining power is viewed as "tactical and subjective 
it Mabe ples oO chy 

Bacharach and Lawler's theory 1S important for the 
emphasis it places on the relationship between bargaining 
power and tactics. Tactics are viewed as the "intervening 
link between potential power and bargaining outcomes." [Ref. 
S5:p. 47] "Bargaining tactics are designed to manipulate 


equalities or inequalities in power and thereby produce an 


agreement favorable to one's own interests." [Ref. 5:p. 179] 
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Bacharach and Lawler's general theory of bargaining 
offers a dependence approach, or what they subsequently 
define as "dependence theory" as a concept for analyzing 
bargaining power [Ref. 5:p. 59]: 


On the most general level, dependence refers 
to the degree that parties have a stake in the 
bargaining relationship. High stakes indicate 
that bargainers attribute considerable importance 
to maintaining the bargaining relationship. The 
comparative and mutual stakes of bargaining 
parties are essentially grounded in the resource 
context .. . .A theory of bargaining therefore, 
must provide a framework that grasps the essential 
components or variables of the dependence 
relationship and also relates this ambiguous 
context to tactical action at the bargaining 
table. 


Bacharach and Lawler's theory concludes by drawing 
three general propositions that relate dependence and 
bargaining power [Ref. 5:p. 209]: 


(1) An increase in the dependence of Party A 
on Party B increases B's absolute bargaining 
power. 

(2) An increase in the ratio of A's 
dependence on B to B's dependence on A, increases 
B's relative bargaining power. 

(3) An increase in the sum of A's and B's 
dependence increases the total bargaining power in 
the relationship. 


Three additional hypotheses are formulated based on 


these propositions [Ref. 5:p. 209]: 


(1) A decrease in A's alternative outcome 
sources or an increase in A's commitment to the 
outcomes at issue increases B's absolute 
bargaining power. 

(2) An increase in the ratio of A's 
alternatives or commitment to B's alternatives or 
commitment increases B's relative bargaining 
power. 

(3) An increase in the sum of both parties' 
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dependence along the alternatives and commitment 

dimensions increases the total bargaining power in 

the relationship. 

Blair, Kaiserman and Romano's analysis of the bilateral 
monopoly case, including a review of 28 microeconomic texts 
which treat the subject of bilateral monopoly, affirmed 
Bowley's analysis as theoretically correct while using 
Bowley's framework to support the conclusion that the joint 
profit maximizing intermediate quantity solution is also 
correct [Ref. 18:p. 831]. Their basic analysis operated 
under three assumptions: (1) price/quantity negotiations 
must be held before an agreement can be reached (2) output 
Quantity must be specifically addressed during the 
negotiations, and (3) joint profit maximization was an 
incentive for the parties (Ref. 18:p. 839]. Blair, 
Kaiserman and Romano's analysis used iso-profit curves to 
define the limits and the shape of the contract curve. The 
contract curve was shown to be comprised of the points of 
tangency between the seller and buyer's iso-profit curves 
[Ref. 18:p. 838]. In this manner, the researchers 
demonstrated that the contract curve was a vertical line 
which spanned a range of prices at the point where the joint 
DROELESMaAxIMLZ ng (GUanE Eye Was eroduced ker. 8 sp 9839 

Blair, Kaiserman and Romano also addressed the issues 
surrounding the determinateness of the price of the 
intermediate good. The trio concluded that the price of the 


intermediate good would be determined through bargaining, 
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just as the quantity was determined [Ref 18:p. 835]. Though 
they appear to favor a determinant price solution, their 
analysis does not attempt to present such a solution, though 
the authors do suggest that a game theoretic approach may be 
helpful [Ref. 18:p. 839]. The authors qualify this aspect 
of their analysis by stating that a credible take-it-or- 
leave-it offer would lead to a determinate price. "If one 
of the bilateral monopolists could make a credible 
commitment to withdraw from the market in the event of a 
breakdown and make a single take-it-or-leave-it offer on the 
contract curve, then the contract curve becomes infinitely 
short." [Ref. 18:p. 839] The weaker party to the 
negotiation would act as a competitive firm and would accept 
any price offered that would return a profit, since the 
alternative would be no profits [Ref. 18:p. 839]. This 
aspect of the analysis is analogous to Bowley's Case I or 
Case II approach: one party dominates the negotiation 
relationship in each of these cases, forcing the weaker 
party to acquiesce to the terms of the dominant party. Any 
other alternative would lead to a negotiation breakdown and 
BO ZErO prories:. 

Empirical studies accomplished by Siegel and Fouraker 
in the 1960's supported the assertion of a determinate 
quantity, but an indeterminate price under bilateral 
monopoly [Ref. 19:p. 69]. Using data compiled through a 


series of experiments featuring mock negotiations within a 
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number of different bilateral monopoly scenarios, the 
researchers concluded "that there is a clear tendency for 
bargainers under simulated bilateral monopoly situations to 
negotiate contracts at that quantity which maximizes the 
joint payoff."([Ref. 20, p. 36] The researchers also 
concluded however, "that traditional economic forces cannot 
be depended on to yield an adequate explanation of the 
prices arrived at in bilateral monopoly bargaining." [Ref. 
19:p. 69] The "personal characteristics" of the bargainers 
are proposed as the primary determinant of the joint and 
individual payoffs to each of the parties [Ref. 19:p.69]. 
The two researchers identify information as a 
Significant bargaining element in the context of bargaining 
under a bilateral monopoly scenario. There assertions are 


summarized below [Ref. 20:p. 36]: 


1. There is tendency for bargainers to negotiate 
contracts which are Pareto optimal. 
2. Increasing the amount of relevant information 


available to bargainers strengthens the tendency 
toward Pareto optimal agreements. 

3. Increasing the amount of information available 
to the bargainers tends to lead to a more equal 
division of the joint pay-off. 

4. Supplementing the higher payoffs to only one 
player so as to increase the utility to him of 
these outcomes tends to increase his payoff at 
agreement. 

5S. If both bargainers have complete information, 
they tend to be more modest in their initial 
demands than they are in cases of incomplete 


information. 

6. Occasionally when an opponent offered an 
unexpectedly generous bid .. . . The subject's 
usual reaction was to raise his own payoff 
request. 

7. There is some evidence that increasing the 
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information to one player alone tends to decrease 
his payoff at agreement. 


Siegel and Fouraker go on to derive a general model of 
bargaining wherein a bargaining party's aspirations are 
determined as a function of the party's minimum and maximum 
payotf expectancy, a party's rate of concession and ability 
to perceive his opponent's concession rate, and the duration 
of the negotiations. 

Siegel and Fouraker's empirical work was thus important 
for identifying key elements important to the specific case 
of a bilateral monopoly and for bargaining theory in 
general. The personal characteristics of the bargainers, 
the information available to the bargainers, the bargainer's 
aspirations, time, each bargainer's rate of concession and 
each bargainer's ability to perceive his opponent's 
concession rate all play a role in Siegel and Fouraker's 
model. This information thus adds valuable insight into 
understanding the bargaining process, the behavior of the 
bargaining participants and the resulting prices under a 
bilateral monopoly condition. 

Machlup and Tabor state, "One point on which nearly all 
economists of the twentieth century have agreed concerns the 
indeterminateness-in pure theory-of the division of profits 
between the two parties ina bilateral monopoly." [Ref. 12: 
p.112] This position is not universally held however. 


Nash's analysis supported a determinant price solution as 


did the earlier works of Schumpeter, Schneider and Wicksell. 
The researcher found two analyses completed after Machlup 
and Tabor's work that offer a determinant price solution for 
the intermediate good traded. It is interesting to note 
that these analyses assumed either perfect information, or 
at a minimum, that buyer and seller knew each other's 
respective marginal cost and marginal revenue functions, and 
bargained accordingly. These analyses are briefly 
summarized in the following paragraphs. 

Truett and Truett's analysis argued that a determinant 
price is possible, given the assumption that the seller 
knows the demand function of the buyer and buyer knows the 
Marginal cost ~function ©f the seller, [Rer. 21:pp. 260-270). 
Their analysis suggested that if one party was receiving 
less than its equilibrium share of the profits, that party 
would balk, break its contract with the other party, slow up 
orders, reject merchandise as being defective, or use some 
type of ploy in order to obtain a fairer share of the 
profits, thus leading the parties toward an equilibrium 
Peree (Reta 21 2) 265) feels Owever hip Ter ie eae ie 
analysis that the party receiving less than its fair share 
of the profits knows it 1s getting the short end of the 
bargain. The authors admit as much when they conclude that 
one party, "might be willing to act as a price taker 
(1) when coercive action is undertaken by the other or (2) 


when information 1S incomplete." [Ref. 21:p. 265] 
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Information requirements are also mandated in Dobbs and 
Hill's solution to bilateral monopoly pricing. Dobbs and 
Hill suggested a non-uniform pricing schedule might be used 
to move the parties towards an optimal solution [Ref. 22: 
p.480]. However, even under the uncertainty case proposed 
by these authors, it is assumed that both parties know the 
supplier's cost function as well as the structure of the 
demand, or marginal revenue curve of the buyer [Ref. 22:p. 
482]. Knowledge of a seller's costs and buyer's revenue 
functions was thus a prerequisite for attaining a 
determinant price under Dobbs and Hill's analysis. 


E. SUMMARY 


This section considered the theoretical question of 
price determination from three separate perspectives: (1) 
the seller's perspective, (2) the Government buyer's 
perspective and (3) the combined perspective as seen through 
the process of bargaining. 

A seller might consider a number of possible pricing 
approaches. Which approach works best for the seller 
depends on market conditions, the profit and market share 
goals of the seller, the ability of the seller to 
discriminate with respect to price and the certainty with 
which a seller can ascertain costs. 

Understanding what pricing strategies a seller might 
use given a particular market setting is critical fora 


Government buyer [Ref. 23:p. 9]. Each pricing approach and 
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each element within a pricing approach lends itself to the 
process of price analysis and answering the pivotal question 
of whether the price offered is fair and reasonable. 

Fair and reasonable cannot be precisely defined. We 
can normally safely assume that if a price is derived from 
the forces of a competitive market, then the price is fair 
and reasonable. However, not all markets reflect sufficient 
competition to be able to assume a price is fair and 
reasonable, and even competitive markets are subject to 
externalities or other market aberrations which can distort 
GfrICLENEypriveing. 

The impact that bargaining has on price made up the 
tertiary portion of this section. An overview of 
Significant bargaining theory was developed in order to 
contrast the viewpoints of bargaining theorists over the 
last 100 years. The case of a bilateral monopoly was 
implicit or explicit in much of this work, and since the 
primary and subsidiary research questions are built ona 
bilateral monopoly scenario, this case was emphasized. 

There still exists some confusion over the correct 
solution to the bilateral monopoly case [Ref. 18:p. 831]. 
The solution which has engendered the most acceptance is the 
solution of a determinant quantity, indeterminant price 
based on Bowley's analysis [Ref: 12:p. 111]. 

Other theorists argue the position that both price and 


quantity are determinate. Schneider, Wicksell and 
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Schumpeter [Ref. 12:p. 108], subsequently Nash [Ref 16:p. 
155], and more recently Truett and Truett [Ref. 21:p.260] 
and Dobbs and Hill [Ref. 22:p. 479-489] all argue that a 
determinant price is possible, given certain assumptions. 
Schneider, Wicksell and Schumpeter concluded that peaceful 
profit maximizer's would share the profits equally. Nash's 
game theoretic solution concluded that the bilateral 
monopolists would share equally in the joint profits. 
Truett and Truett's analysis suggested a seller or buyer who 
knew or had information it could obtain a greater share of 
the profits would resort to ploys or tactics which would 
incentivize the other party to offer a more equal share of 
the profits, thus leading the parties toward an equilibrium 
price. Information was also a necessary requirement in 
Dobbs and Hill's solution to bilateral monopoly pricing. 
Both parties were assumed to know the supplier's cost 
function as well as the structure of the demand, or marginal 
revenue curve [Ref. 22:p. 482]. The assumption that each 
party had correct information with respect to the other's 
cost or revenue functions was thus a common thread linking 
all analyses which offer a determinant price solution. 
Bargaining theorists are therefore divided over the 
impact that the bargaining process has on determining price 
and achieving a bargaining agreement under bilateral 
monopoly. One order of theorists, including Nash, 


Schumpeter, Schneider and Wicksell, tend to see bargaining 


a5 


aS a passive means for moving the two opposing parties 
toward a determinate equilibrium price that optimized the 
benefits each party receives in exchange. Information 
concerning the seller's and buyer's cost and revenue 
functions allow the amount of profits available to be 
determined by both parties, leading the parties toward an 
equr librium .solurron. 

Another order of theorists, including Zuethen, Pen, 
Bacharach and Lawler, and Siegel and Fouraker, saw the 
bargaining process aS more dynamic, while dismissing the 
assumptions about information used by those who support the 
notion of a determinant price. These theorists emphasized 
the impact that the behavioral and psychological aspects of 
bargaining have on the bargaining process, including the 
need for information, the parties' expectations and 
aspirations, each party's commitment, their perception of 
their opponent's commitment, as well as bargaining power and 


bargaining skill. 
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IIL. BARGAINING TACTICS 


A. GENERAL 


The principal question of this research asks what 
bargaining tactics and strategy a Government buyer might use 
to effectively purchase goods or services from a sole source 
offeror when the price is perceived to be unfair or 
unreasonable. It is hypothesized that a Government buyer 
should be able to effect a "better bargain" through the use 
of bargaining tactics and strategy. The principal question 
then, 1S a question of strategic behavior. What makes one 
bargaining tactic effective and another bargaining tactic 
ineffective? How does one evaluate what is a "good" 
bargaining tactic and what is a "bad" bargaining tactic? 
What bargaining elements should one consider when 
formulating a specific bargaining strategy or tactic? And, 
what role does the market setting, such as the setting 
provided in the "procurement scenario," a Government- 
contractor bilateral monopoly, play in determining 
bargaining tactics? 

These questions defy the formulation of an easy answer. 
They are as fundamentally difficult to answer as is the 
formulation of a determinate price solution for the economic 
condition of bilateral monopoly. Why should this be so? In 
short, it is because strategic behavior presents an almost 


unlimited array of determinants, choices and approaches. In 
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bargaining, this is reflected in the interaction of various 
bargaining elements, the relative importance of each element 
to the bargaining parties, and the possibility that the 
values the parties hold for any particular bargaining 
element may change as a result of the bargaining process 
[Ref. S5:p. 47]. Friedman sums up the problem with strategic 
behavior rather succinctly when he states that [Ref. 7:pp. 
1-2] / 
The analysis of strategic behavior is an 

extraordinarily difficult problem. John Von 

Neumann, arguably one of the smartest men of this 

century, created a whole new branch of mathematics 

in the process of failing to solve it. The work 

of his successors, while often ingenious and 

mathematically sophisticated, has not brought us 

much closer to being able to say what people will 

Or Should daorin such Sitar rons: 

Following this line of reasoning, this chapter will not 
attempt to formulate an answer to the questions at hand by 
propesing that an Optimum bargaining tactac or range oF 
bargaining tactics can be realized through analysis. A 
comprehensive review and analysis of bargaining tactics and 
Strategy is therefore not necessary or desirable. It is not 
the intent of this chapter to make the reader an expert in 
the application of bargaining tactics for a given 
procurement scenario. Rather, the focus of this chapter is 
to establish a framework for formulating and understanding 
bargaining tactics and for interpreting bargaining behavior. 


To accomplish this end, a general model of bargaining is 


presented for the purpose of illuminating the key factors 
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which may affect the bargaining process, including the 
initial bargaining position, bargaining power, bargaining 
tactics and bargaining outcomes. 
B. BARGAINING TACTICS AND STRATEGY 

Bargaining tactics receive considerable attention in 
the literature of negotiation and bargaining. A large 
number of complementary definitions are available in the 
literature. Bargaining tactics may be defined as a 
“particular action deliberately committed or omitted to 
Support a predetermined strategy." (Ref. 24:p. 7] Expressed 
in a similar manner, “tactics are the tools used to 
implement strategies.” [Ref. 25:p. 14] Tactics may also be 
viewed as the “vehicle through which bargaining parties 
attempt to maximize gains and minimize losses.” [Ref. 5:p. 
ix]. Warshaw describes tactics as [Ref. 26:p. 119], 

; a series of steps in pursuit of an 

objective. No single tactic is expected to carry 

the day. Rather, each tactic is designed to make 

a specific contribution toward the ultimate goal. 
Alternatively, a bargaining tactic may be described as an 
approach, maneuver, strategy, stratagem, ploy, scheme or 
plan. 

Bargaining tactics are much more freguently described 
in terms of what the tactics are intended to do, rather than 
defined, the former being easier to accomplish while 


providing a better illustration of what the tactic is 
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designed to do. A series of different bargaining tactics 
were proposed as a method for resolving the dilemma posed in 
the thesis procurement scenario. As part of this research, 
62 Department of Defense procurement specialists were 
queried on what bargaining tactics they have used or would 
use in the future to resolve the procurement scenario 


dilemma. The following bargaining tactics, taken from 


~ 


Chester Karrass’ book, Give and Take, the Complete Guide to 
Negotiating Strategies and Tactics [Ref. 9], were offered in 


the survey: 

(1) Appeal to seller's patriotism. 

(2) Implicitly notify the seller that future Government 
business for his firm may be sharply curtailed unless he 
bargains in good faith. 

(3) Tell the seller in no uncertain terms that future 
Government business for his firm may be sharply curtailed 
unless he bargains in good faith. 

(4) Tell the seller that you need his help in order to 
determine that the offered price is fair and reasonable. 

(5) Threaten to bypass the seller's representative you 
are dealing with and appeal for a fair and reasonable price 
From lie wooss. 

(6) Use probing questions (e.g., How did the seller 
arrive at the price he is asking for the part) in order to 


test the firmness of the seller's position. 
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(7) Inform the seller of possible alternatives to 
buying the part from the seller (e.g., possibly repairing 
the valve). 

(8) Lie to the seller by informing him that you have 
another source of supply. 

(9) Tell the seller that you pian tosiibwamg ineiigier 
management to assist you. 

(10) Make a low ball counteroffer. 

(11) Make a counteroffer explaining the amount offered 
is all you have. 

(12) Explain that the seller's price is much higher 
than what you expect the part should cost and ask for a cost 
breakdown. 

(13) "Walk away" from the seller's offer, with the hope 
that you can resume bargaining on better terms later on. 

(14) Offer the sole source a letter contract. 

(15) Tell the seller, "You have got to do better than 
that!" 

(16) Tell the seller that a new design for the part you 
wish to buy from him is "In the works." 

(17) Tell the seller that his position has angered your 
boss. 

(18) Patiently wait for the seller to offer a better 
deal. 

The tactics cited above can be viewed as potential 


tools for any number of potential bargaining “Strategies. 


49 


What matters in the present however, is how these tactics 
may be applied to the dilemma posed in the procurement 
scenario. Nithin the model approach that will be presented 
in the next section, bargaining tactics such as those 
offered in the survey may be applied towards three broad 
strategies: (1) 2cqutr Ing winter preting “ane sao ying 
information with respect to each party’s determinants of 
bargaining power; (2) expressing bargaining power, either 
real; amplied or potential... Jand,,. (3) Gene tapolicaricon cE 
bargaining power towards a bargaining outcome. 

While the term, "bargaining strategy" is frequently 
interchanged with the term, "bargaining tactic," the general 
Consensus within ,the -=literatuce CLreatssa CacGhic Or Eackies 
as a subset of a bargaining strategy. Thus, a bargaining 
strategy is normally viewed as a plan of action used to 
achieve a goal [Ref. 27:p. 10]. 

As with tactics, describing bargaining strategies is a 
more illuminative method of illustration than is an attempt 
to define a particular bargaining strategy. The number of 
Pevcnuilal bargaining Srerarceqies asGevennment Gonemact ing 
specialist may make use of is extremely large; one study of 
Government contract negotiators offered the following ten 
strategies [Ref. 27:p. 57]: 


(i) COMES NATION (2HE “BiG Por )-- Mit roacducang many 
issues at one time, using “throw-away” points to 
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get major concessions. 


(2) COVERAGE (“BOTTOM-LINING”!: Negotiating on 
total cost/price basis versus item-by-item. 
(3) DEFINITE ACTION (“TESTING THE WATERS”): Taking 


a definite position forcing the opposition to 
either accept or reject your position. 

(6) BIMIYS: Using authority, time, budget, or 
other limits to pressure concessions from the 
opposition. 

(5) PARTICIPATION/INVOLVEMENT: Designing the team 
composition to narrow or broaden the areas of 
negotiation (use of experts for example). 

(6) PATEENCE (“BUYING TIME OR STALLING’) = Using 
delay TACTICS to prolong consideration of an issue 
or to counter a time iimit strategy. 

(7) SURPRISE: Any unexpected action to gain 
acceptance of a point or obtain concessions from 
the Opposition. 

(oC DVREVERSAD © PUES SSER OF TWO cE vino): 
Presenting increasingly more rigid demands forcing 
the opposition to accept a lesser (preceding or 
following) offer - your true objective. 

(9) “STATISTICS ("FIGURES DONT Lie )2 Using 
learning curves, trend analysis, or historical 
records as the primary support for your position. 
(10) STEP-BY-STEP: Presenting a series of 
acceptable minor points to obtain a major 
concession: also used to counter “The "Bottom bine” 
Strategy. 


Why the author referenced here selected these ten 
particular strategies to formulate and conduct his research 
is not addressed within his research. lt 2S Keown bhatt 
the same ten strategies were used in a similar research 
project and therefore these strategies may have been chosen 
in order to be able to compare the studies. They are 
mentioned here to illustrate to the reader a range of 
possible strategies a Government contracting specialist 


MiGnt use in 2 Gi VenM@procurenent. 


Robert P. Johnston suggested three strategies are 
common to a negotiation: competitive, collaborative, and 
SuUpeOrGinative [Rel. Zo2p. Lacie Competitive was described 
as a “We-They” or “Win-Lose” approach, and was characterized 
by low levels of trust between the negotiating parties, 
unpredictability,’ the use Of threat and Dluite rand poteneia) 
use of irrational arguments to support a party’s position 
and commitment {Refs 2682p. 2568-159). Collaborative -strateqy 
had a goal of “Win-Win” in which both parties pursued a 
strategy which reflected common goals, trust, openness and 
Mivuel Vy “salistyimcisclURTONS NRet. 2c oa sloe- 157). SAebtive 
listening, jointly exploring alternatives, and the 
development of constructive relationships were 
characteristics of this strategy [Ref 28:p. 158-159]. 
Subordinative negotiation strategy was characterized by 
potentially self-defeating “Win-Lose” behavior, wherein one 
party gave up position in order to meet the needs of the 
other party [Ref p. 158-159]. “Concern with harmony results 
WLtEhStOral avoidance Of —conrlicE, “stiectively Eurning ene 
subordinate party into a “doormat” for the stronger party 
Reise oo One oreo a) a. 

A remarkable discussion of strategy and one which 
provides a marked contrast to the strategies previously 


G1tea 1s ‘COmtained on the classe eext On wactare.. PiesAre 
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of War [Ref. 29]. Sun Tzu in his chapter titled Offensive 
Strategy, offers five strategies for ensuring victory in 
battle (Ret. 29 pp. S2-c3]-: 
(1) He who knows when he can fight and when 
he cannot will be victorious. 
(2) He who understands how to use both large 
and small forces will be victorious. 
(3) He whose ranks are united in purpose will 

be victorious. 

(4) He who is prudent and lies in wait for an 
enemy who is not, will be victorious. 
(>) He whose generals are able and not 

interfered with by the sovereign will be 

VeeLor Lous, 

Those with bargaining and negotiating experience may 
readily associate Sun Tzu’s strategies with similar 
purchasing strategies or approaches. The statement, “He who 
is prudent and lies in wait for an enemy who is not, will be 
victorious,” suggests that a strategy that emphasizes 
patience will be successful. Analogously, the statement, 
“He whose ranks are united in purpose will be victorious,” 
suggests that commitment is an important element to consider 
when formulating strategy. Consider as well the strategy 
reflected in Sun Tzu’s statement that, “He whose generals 
are able and not interfered with by the sovereign will be 
waclLorious.” This statement brings Go Mind thevunta. price 
case discussed by Higgs (Ref. 4), wherein an Army Colonel 


used a pressure tactic in an attempt to influence the 


decision of a contracting officer who balked at buying 


communications equipment at a price which he felt was unfair 
and unreasonable. Whether or not the Colonel’s interference 
in the Higg’s case was a determining factor in the 
Contracting officer’ s decision, sor Ut Ghee comerac anc 
OLE~—icer’s decision. in that case was right of wrong, it is 
remarkable that Sun Tzu’s 2,500 year old thesis on war and 
Strategy can be applied to current day contracting 
scenarios, such as the ethics dilemma proposed by Higgs. 
C. A MODEL APPROACH TO BARGAINING POWER 

AVvsigniticank body Ofy bargaining "EieOorlsts,. ancluding 
Pen, Zeuthen, Bacharach and Lawler, Friedman, etc., hold 
that there are factors or elements beyond those which can be 
stated in purely economic terms that can affect the 
bargaining process and influence the bargaining outcome. 
These elements include bargaining skill, the degree of 
dependence between the bargaining parties, the parties' 
perception of risk, time and aspirations. To define these 
bargaining elements and provide a framework for 
understanding how these elements affect the bargaining 
process, the researcher developed a general model of 
bargaining designated, A Model for the Determinants of 
Bargaining Power and Bargaining Outcomes. 


The primary purpose of the model is to provide a 


framework for understanding potential bargaining tactics in 
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a general bargaining environment and for understanding the 
context of bargaining within the CONSTELLATION procurement 
scenario. What bargaining tactics could a Government 
contract specialist consider in the circumstance related in 
the CONSTELLATION procurement scenario, to counter an 
initial unfair or unreasonable offer from a sole source 
offeror? A few examples of possible tactics are threatening 
to curtail future business with the vendor, suggesting that 
another source of supply might be available, appealing to 
the vendor's patriotism, and appealing to the vendor's 
Superior. Which approach should one use, or attempt to use? 
Each of these tactics has a motive or purpose and 
understanding the situational elements or dispute 
characteristics that exist in the CONSTELLATION procurement 
scenario and are common to many bargaining scenarios, may 
help answer this question. It may be helpful for instance, 
to consider the interests of the parties, the relationship 
between the buyer and seller, the commitment of the parties, 
possible alternatives, time constraints and each party's 
perception of risk. These elements are key factors for 


formulating bargaining tactics in the Model for the 

Determinants of Bargaining Power and Bargaining Outcomes. 
The Model for the Determinants of Bargaining Power and 

Bargaining Outcomes is a synthesis of the six types of 


bargaining power described by Ralph Liebhaber in the 


oo 


Contract Pricing Reference Guide, Volume V [Ref. 11], and 
the seven elements of conflict espoused by Fisher, Kopelmann 


and Schneider in Beyond Machiavelli, Tools for Coping with 
Conflict (Ref. 30]. Seven primary elements of bargaining 


are proposed as determinants of bargaining power and form a 
foundation for the model: information, alternatives, 
bargaining skill, the buyer and seller relationship, time, 
interests and risk. 

Bacharach and Lawler's general theory of bargaining 
complements the model by providing a ready definition for 
the role that bargaining tactics play with respect to the 
acquisition of bargaining information, bargaining power and 
the relationship between bargaining power and the bargaining 
outcome in the model [Ref. 5: p. 46]. The model is 
illustrated in Figure 1. 

The model embraces Bacharach and Lawler's approach to 


bargaining as a "dynamic interplay between power and 


tactics." [Ref. 5: p. 40] Tactics within the model play 
three critical roles: (1) tactics are the vehicle through 
which information 1S solicited, interpreted and applied; (2) 


tactics are the means of expressing bargaining power: real, 
implied or potential; and (3) tactics are the means of 
applying bargaining power towards the attainment of a 
specific bargaining outcome, or a range of bargaining 


SuEeeGones-. 
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Bargaining power forms the "pivotal construct" within the 
model, as exemplified in Bacharach and Lawler's approach 
(Ref. 5: p. 47], with tactics acting as links between the 
determinants of bargaining power, the realization of 
bargaining power and ultimately, the bargaining outcome 
[Ref. 5: p. 47]. Bargaining power within the model is 
viewed in close consonance with Pen's definition of economic 
power URE 24152 pp. 30) 
Economics 1s the science of scarcity; 

scarcity gives rise to the dependence of the 

subject on certain quantities of goods. If these 

goods are in the hands of a seller who cannot be 

perfectly substituted by another seller, the buyer 

becomes dependent on the seller. The seller can 

exercise economic power by threatening to withhold 


the goods, that is to say, he is able to make the 
subject do things he would not have done 


otherwise. So economic power is controlled by two 
conditions: first, the dependence of the buyer 
who 1s to be subordinated to the seller; and 


second, a possibility for the supplier to withhold 

his offer, or more precisely, the buyer's belief 

right or wrong, that this possibility exists. 

Thus, dependence in the buyer-seller relationship is a 
necessary precursor of bargaining power. 

Realization of each party's bargaining strengths and 


weaknesses 1s essential to maximizing bargaining power [Ref. 


ii. S-i2 | etal OrmMabkion Emus srorisc Ele wove rar CalnGg aor 


central bargaining determinant within the model, linking the 
other primary bargaining determinants. Information leads 
directly to knowledge of the other party's bargaining 
alternatives, bargaining skills, interests, perception of 


risk, valuation of time and the relationship between the two 
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parties. Assessing the strengths and weaknesses that the 
other party holds for these elements through fact-finding 
and preparation forms a foundation for building a bargaining 
advantage and a basis for formulating bargaining tactics and 
strategy. In essence, information translates directly into 
bargaining power. 


Alternatives are the options each bargaining party has 
to bargaining [Ref. 30: p. 77]. Alternatives may include 


walking away from the deal, seeking or attaining the product 
or service sought from another source, or purchasing a 
Suitable substitute item. 


The element of time as a model element can be defined 


as a measurement of the cost of waiting to conclude the 
bargaining agreement [Ref. 11: p. 3-13]. Patience, 
persistence, urgency and endurance are model sub-elements 


which are defined within the model as a function of time. 
The relationship between bargaining parties describes 


the parties' associations, linkages and commonalities [Ref. 


30: p. 78]. The relationship is the assimilation of the 


bargaining parties' shared perceptions. Relationships may 
be founded on prior business dealings or formulated in the 
present. Trust, credibility, legitimacy, and reputation, 


are sub-elements of the bargaining relationship. The level 


of congruence, or similarity, functions as a measurement of 
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the level of cooperation within the bargaining relationship. 
Interests are defined within the model as the 


requirements or needs of the prospective parties with 
respect to the proposed bargain [Ref. 30: p. 74]. Price, 
cost, schedule or performance objectives are examples of a 


buyer's bargaining interests. Seller interests include 


profit, market share and future business opportunities. 
Values, goals and priorities are sub-elements and are used 


to measure and compare the respective party's interests. 


Values may include patriotism, good citizenship or religious 
values. Goals may be economic or non-economic. A seller 
for instance, may consider economic goals such as profit, 
salary or stock options; a promotion or added prestige 
within a person's work organization are examples of non- 
economic goals. 


Risk measures the uncertainties surrounding the 
potential bargain as well as the parties' risk tolerance 
[Ref. 11: p. 3-14]. Risk is used within the model to gauge 


the willingness of the bargaining parties to gamble 
bargaining interests in order to gain additional 
concessions. 


Bargaining skill is defined within the model as the 


bargaining participants' ability to assimilate and apply the 


elements of information, relationship and interests towards 
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maximization of the bargaining outcome [Ref. 11: p. 3-13]. 
Alternatively, bargaining skill may be defined as the, 
"personal capacity of the bargainer to shift elements of the 
bargaining situation in his favor" [Ref. 15: p. 39]. 
Experience, persuasion, and communication are sub-elements 


of bargaining skill in the model approach. 


Bargaining tactics are the linking mechanism that 
connects the determinants of bargaining to the assertion of 
bargaining power [Ref. 5: p. 47]. In other words, the 
application of bargaining tactics leads to a realization or 
understanding of bargaining power. A single tactic or 
combination of tactics forms a bargaining strategy or 
approach. Application of bargaining tactics as a function 
of bargaining power lead to the bargaining outcome. 

The elements and sub-elements presented within the 
model are not meant to be comprehensive or cover every 
possible bargaining situation. For the same reasons that 
every possible bargaining strategy and tactic cannot be 
addressed in this chapter, neither can every possible 
determinant ina strategic bargaining encounter be addressed 
in the model. Pen makes use of a Similar limitation in 
describing his general model of bargaining when he states, 
"Because all social phenomena are to a certain degree 
interdependent, all phenomena are, intrinsically, 
determining factors in the outcome of the bargaining 


process." [Ref. 15: p. 27] The model should however, if it 
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correctly serves its purpose, illuminate the bargaining 
positions of the parties in the procurement scenario, the 
potential choices for bargaining strategies or approaches 
that each party might consider, as well as the advantages 
and disadvantages of these potential strategies. 


D. SUMMARY 


This chapter began with the an overview of bargaining 
Strategy and tactics. Bargaining tactics are the means 
through which strategic goals and objectives are 
accomplished. Bargaining strategy is a plan for the 
attainment of bargaining goals or objectives. Bargaining 
strategy 1s implemented through bargaining tactics. Various 
tactics and strategies were presented to illustrate the 
range of potential tactics and strategies which might be 
applied in a given bargaining scenario. 

The latter portion of the chapter presented a general 
model of the bargaining process. The model views bargaining 
outcomes as a function of bargaining power, which in turn, 
1s dependent on a number of possible determinants of 
bargaining power. The determinants of bargaining power 
proposed were information, alternatives, bargaining skill, 
the buyer and seller relationship, time, interests and risk. 

Bargaining tactics are key to the model approach. 
Tactics are the vehicle through which information is 
solicited, interpreted and applied, the means of expressing 


bargaining power and the means of applying bargaining power 
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towards the attainment of a specific bargaining outcome, or 
a range of bargaining outcomes. Bargaining tactics thus 
connect the determinants of bargaining power to the 
formation of bargaining power and ultimately, to bargaining 
OUECOMES . 

The Model for the Determinants of Bargaining Power and 
Bargaining Outcomes suggests that each bargainer's choice of 
tactics should follow one of three broad approaches: (1) to 
solicit, interpret or apply information; (2) express 
bargaining power: real, implied or potential; or, (3) 
apply bargaining power towards the attainment of a specific 
bargaining outcome, or a range of bargaining outcomes. 
Information may take the form of any one of the elements or 
sub-elements which make up the determinants of bargaining 
power. An analysis of how these tactics may be applied in 
the bargaining process and how the model fits the approaches 
used by Government procurement specialists in the specific 
case of the CONSTELLATION procurement scenario will be 


addressed in the next two chapters. 


os 
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IV. SURVEY RESULTS 


A. GENERAL 


This chapter presents the results of a survey of 62 
Department of Defense contracting specialists. The purpose 
of the survey was to determine and assess what types of 
tactics, strategies and general bargaining approaches DoD 
contracting specialists have used in the past, and would use 
in the future when faced with a situation similar to the 
CONSTELLATION procurement scenario. 

The information presented in this chapter is arranged 
in the order in which it appears in the survey. Demographic 
information is presented first. A statistical presentation 
of the responses given to the five primary survey questions 
makes up the middle portion of the chapter. The latter 
portion of the chapter presents the results of the 
bargaining preferences portion of the Survey. Readers can 
find a complete version of the survey in the Appendix. 


B. DEMOGRAPHIC INFORMATION 


A total of 11 questions were included in the 
demographics section of the survey. The questions were 
oriented towards establishing an estimate of the relative 
experience and education of the survey population sampling. 
Age and gender were surveyed in order to seek possible 
correlations between other survey questions and these 


variables. Three of the 11 questions were optional: 
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Ouestion 1, Name; Question 6, Command, and Question 8, E- 


Mail address. 


The following paragraphs summarize the demographic 
information portion of the survey. Some guestions contain 
less than 62 responses due to non-response or multiple 
responses to the question. 


The first question reviewed by the researcher was the 


question of age. Fifty-seven participants in the survey 
answered this question. The results are summarized in 
Table 1. The cumulative response to this question broken 


DEMOGRAPHICS QUESTION 2: AGE 





Table 1. Source: Developed by researcher. 


down by percentage is portrayed graphically in Figure 2. 
Question 3 asked the survey participants their gender. 
Fifty-nine survey participants answered this question. 


Table 2 summarizes the answers received: 


DEMOGRAPHICS QUESTION 3: GENDER 


Table 2. Source: Developed by researcher. 
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Survey Respondent's Age 





Figure 2. Source: Developed by researcher. 


Figure 3 shows graphically the percentages of male and 
the other survey guestions. The survey participant's rank 
or pay grade was also requested in order to determine if a 


correlation might be drawn between pay grade and any of the 


Survey Respondent's Gender 


Female 
58% 





Figure 3. Source: Developed by researcher. 
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other survey questions. Fifty-seven of those who answered 
the survey responded to this question, the results of which 
are summarized in Table 3. Over one-third of the 
respondents held a pay grade of GS-09 or higher. The 
largest group of respondents came from the GS-07 group, 


whieh accounted for 20s ct the total. 


DEMOGRAPHICS QUESTION 4: RANK/PAY GRADE 


Se 
p4 | 2 foo fs fee | ig fo | 


=m oe Source: Developed by researcher. 





Twenty-seven percent of the respondent's were military and 
73% were civilian. These figures are illustrated graphically 


io igure sae 


Survey Participant's Paygrade 


- E4E5 E6 
no 3% 10% 7% 
E-7/E-8 
5% 
GS-5 
2% 


GS-7 GS-6 
20% 15% 





Figure 4. Source: Developed by researcher. 
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The number of years of Government contracting 
experience was also asked of the survey participants. The 
response is shown in Table 4. Forty-nine percent of the 
Survey group reported at least six years Government 
contracting experience. The single largest group of survey 


respondents, however, reported 1 year or less experience. 


DEMOGRAPHICS QUESTION 9: GOVERNMENT CONTRACTING EXPERIENCE 


pam | pn | oo Fs | 5s {6 |e | 2 


Table 4. Source: Developed by researcher. 





This O-1l years experience group made up 28% of the 
total survey sample size. These results are illustrated 


graphically in Figure 5. 


Years of Experience 





Figure 5. Source: Developed by researcher. 
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Education waS one additional piece of demographic 
information which the researcher felt might be useful in 
assessing the survey data. Table 5 lists the results 


received from demographics Question 10. One hundred percent 


DEMOGRAPHICS QUESTION 10: EDUCATION 


Level of Education Attained Responses 


High School Diploma (or GED) 
alee ee ee 
Some Graduate Level Courses 6 


Table 5. Source: Developed by researcher. 
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of the survey participants held a high school diploma or 
equivalent. Forty-five percent reported a bachelor's degree 
or higher. A graphical illustration of the survey 
respondents' answers to demographics Question 10 can be 
EOQUIOMrI in Figune sce. 
C. SURVEY QUESTIONS 

The following questions made up the central portion of 
the survey questionnaire, Part III. The purpose of these 
questions was three-fold: (li) to ascertain the extemr to 


which Government procurement specialists had been faced with 
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Education 


Masters Doctorate 
Some grad 5%, 


10% 


Some coll 
34% 





Figure 6. Source: Developed by researcher. 


the type of procurement dilemma posed in the CONSTELLATION 

procurement scenario (Part II of the Questionnaire), (2) 
gauge how Government contracting specialists perceived a 
GakKe-lt=or-~leave-1t" offers ano (35)>.. te consider tthe 
bargaining strategy and) tacties chat Ene survcy participants 
would use to resolve the bargaining impasse presented in the 
bargaining scenario. 

l.a. Survey Question 1 

Have you ever had to buy goods and services under 
conditions similar to the USS CONSTELLATION procurement 


scenario? 


b. Responses 


a. Yes, once: oa 

b. No, never: ce 

c. Yes, a couple of times: ll. 

d. Yes, several times: 6. 

e. Yes, at least one occasion per month: QO. 


ee 


Pepe ner Oe 

The purpose of Question 1 was to assess the degree to 
which the survey participants had faced a situation similar 
to that portrayed in the CONSTELLATION procurement scenario. 
The respondents’ answers to this question may be viewed 
Graphically uns Piouee ws) - iweonty-onenOluewot mune >) 
participants who answered this question, or 35%, answered in 
the affirmative. Two fill-in responses, indicating an 


ffirmative response were received. One fill-in response 


Frequency of Scenario Encounters 


seve ral Other 
10% 


Once 


Couple of 
Times 
19% 





Figure 7. Source: Developed by researcher. 


was, “lots of times,” while the other respondent using the 
fill-in option answered by stating, “Yes, but only under the 
Small Purchase Threshold.” 

2.a. Survey Question 2 


Rank the following elements according to their 
importance to resolving the bargaining impasse with San 


v2 


Diego Valve and Industrial (SBVIL..(Rank your top ten 
Choices. Rank your most important element with a “1" and 
your least important element with a “10".) 


b. Responses 


ee a acdc | 2 r/o 


p  ansmer | wean | Median | Mode std Dev | Dev | Range 
Buyer/seller 
relationship 
Communication 52 | 5.20 : 5 5 2 98 i= 


effectiveness 


pace pepe Pe 
e. Understanding Govt : : i?) b= 
interests | 
Understanding 
ae interests 
Building a 
relationship 
Peer ineing a middie 48 5200 Zed T= 10 
ground 
neo -Aeogurng. the price is 20 7.40 7 eS pag 
unreasonable 
k. Knowing what you are 
buying 
Commitment to a fair 
and reasonable price 
piers Ppp pe 
feast serie ee 8: ee 


Table 6. Source: Developed by researcher. 





Fourteen possible answers and one fill-in-the-blank option 
were offered under this question. Each of the 14 elements 


Ts 


is identified in Table 6, along with a number of key 
descriptive statistics. The answers to Question 2 were 
ranked on a scale of 1-10 with “l" representing the highest 


ranking; the mean scores should be interpreted accordingly. 


f 


nswer 2c, "Your effectiveness as a communicator, was 


i 


mW 


Cited most frequently as a factor. Answers 2k, "Knowing 
what you are buying," and 21, "Your commitment to ensuring 
the Government receives a fair and reasonable price," 
received the highest mean scores, with relative mean 

GaN KINGS oe: Sot and 2240), respectively. )EMaure..6 
graphically portrays the mean and frequency for the answers 


regGeiveqa £oO.CuecStIOon 2. 


Question 2: Mean and Frequency 


aug Vean 
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Figure 8. Source: Developed by researcher. 
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Survey questions 3 and 4 were included within the 
survey to establish a basis for how the survey participants 
viewed a take it or leave it offer. The responses received 
for each question are summarized in Tables 7 and 8 and are 


portrayed graphically in Figures 9 and 10. 


QUESTION 3: A TAKE IT OR LEAVE IT 
OFFER FROM A SOLE SOURCE OF SUPPLY IS 


Answer Responses 
a. Always the final word. 


b. Almost always the final 
word. 


——— _ we —_— 


c. The final word over one 
half of the time. 


Table 7. Source: Developed by researcher. 





Sixty percent of the survey participants chose answer 


Participant's Reaction to a Take It 
or Leave It Offer 





Figure 9. Source: Developed by researcher. 


ie 


3c, “final word over one half the time”, for Ouestion, 3. 


QUESTION 4: A TAKE IT OR LEAVE IT 
OFFER FROM A SOLE SOURCE OF SUPPLY CAN 


ReSpOnses 





a. occasionally be negotiated ZS 

b. can usually be negotiated. 18 

c. can almost always be negotiated. 10 

Table 8. Source: Developed by researcher. 

Forty-seven percent chose answer 4a, “can occasionally be 


/ 


negotiated,” for Question 4. 


Question 4: Can A Take It or 
Leave It Offer Be Negotiated? 


Ac. 





Figure 10. Source: Developed by researcher. 


3.a. Survey Question 5 


Survey Question 5 was designed to ascertain what types 


of bargaining tactics or strategies the survey participants 


16 


would consider under the CONSTELLATION procurement scenario. 
Eighteen distinct strategies or tactics were offered, as 
Wel lwasec t2li-an- the blank Gptlon for writing in-eny 
strategy or tactic not listed. The question and answer 
choices are restated below: 

Which bargaining strategies or tactics have you used in the 
past, or would attempt to use in the future to resolve the 


bargaining impasse with San Diego Valve and Industrial 
(SDVI), assuming that it was not possible to find another 


source of supply? (Please rank your top ten choices in each 
CaGegdory.) 
a. Appeal to selier”s patriotism: 


b. Implicitly notify the seller that future Government 
business for his firm may be sharply curtailed unless he 
bargains in good faith. 

c. Tell the seller in no uncertain terms that future 
Government business for his firm may be sharply curtailed 
unless he bargains in good faith. 

d. Tell the seller that you need his help in order to 
determine that the offered price is fair and reasonable. 

e. Threaten to bypass the seller's representative you 
are dealing with and appeal for a fair and reasonable price 
to his boss. 

££. Use, probing questions (€.-90.,cHewldid the seller 
arrive at the price he is asking for the part) in order to 
test the firmness of the seller's position. 

g. Inform the seller of possible alternatives fo 
buying the part from the seller (e.g., possibly repairing 
the valve). 

h. Lie to the seller by informing him that you have 
aniouner SOuUrees or Supply. 

1. Tell the seller that you plan to bring in higher 
management to assist you. 


j.- Make a low ball counter-offer. 

k. Make a counter-offer explaining the amount offered 
is all you have: 

il. Explain that the seller”s price is mech Nigne. than 


what you expect the part should cost and ask for a cost 
breakdown. 


m. “Walk away” from the seller’ s orter,swith the Tope 
that you can resume bargaining on better terms later on. 
n. Offer the sole source a letter contract. 


ca 


o. Tell the seller, “You have got to do better than 
Ever 


p. Tell the seller that a new design for the part you 
wish to buy from him is “In the works.” 

c- Tell the seller that his position has angered your 
BOSS. 

r. Patiently wait for the seller to offer a better 
deal. 

s. Other bargaining approaches you would use or have 


used in the past. 

b. Responses 

Twenty of 57 survey participants failed to rank the 
choices given to answer Question 53. The respondents instead 
checked off their choices without indicating any answer 
preference. Figure 11 shows the Question 5 answer data 


without taking into account any ranking or answer 


Question 5: Bargaining Tactics 


~ 
Oo 
Cc 
o 
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o 
a 
Le 





Figure 11. Source: Developed by researcher. 
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preference. Figure 12 shows the mean and frequency results 
for the group of 37 participants that ranked their preferred 
choices. In both cases, four choices were found to have the 
highest frequencies: (1) tactic 5d, “Tell the seller you 
need his help in order to determine that the price is fair 
and reasonable,” (2) tactic 5f, “Use probing questions 

(e.g., How did the seller arrive at the price he is asking 
for the part) in order to test the firmness of the seller’s 
DOSItion,” (3) tactic 5g, “Inform the sélier of yessi le 
alternatives to buying the part from the seller (e.g., 


ff 


possibly repairing the valve),” and (4), tactic Sl “Explain 


Qesion5- BacpiningApooades FreqencyandlVean 
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Figure 12. Source: Developed by researcher. 


ry 


that the seller’s price is much higher than what you expect 
the part should cost and ask for a cost breakdown.” These 
the answers chosen by the 37 survey participants that ranked 
their answers. 
ee BARGAINING PREFERENCES 

Part V of the research survey entitled, “Bargaining 
Preferences” was included to assess the survey participant’s 
preference for one of three general bargaining approaches. 
The respondents were asked to rate three bargaining 
approaches, (1) a principled, or interested-based approach, 
(2 eee lees OSE On Peace Ovens BO ery acl 5) ugot s SOE 
position-based approach. This portion of the survey was 
adapted from Fisher ana Urry’ s. Getting eo ves [Reta sl: o- 
|e. 

Survey participants were asked to rank each set of 
Dargalning. approaches by placing au. 1 mMext, TO cael meses 
preferred response, a “2" next to their second preferred 
response anda “3" next to their least preferred response. 
Thirteen sets of responses were offered to the survey 
participants consisting of three bargaining approaches, one 
principled, one Mard-position based and one soft-position 
based. The primary responses received to each question are 
Pred Ane pea abie One lusts tec Geena cally sas 


Prgure Us. 
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Bargaining Preferences Summary 


CUMULATIVE, 


ANSWERS 





Figure 13. Source: Developed by researcher. 


The principled approach was clearly the preferred 
first choice among the survey participants. Seventy-five 
percent of the survey participants’ first choice responses 
reflected the principled bargaining approach, eight percent 
of first choice answers reflected a hard position approach 
and 17 percent reflected a soft position approach. Figure 
14 shows the cumulative preferences for the six possible 
primary and secondary choice combinations. The first 
column, P/S, represents choosing the answer reflecting a 
principled approach first, and the answer reflecting a soft- 
position approach second. P/H represents the selection of a 
principled approach as first choice and hard-position 
approach as second choice, and so forth. Three answer 


combinations made up 90 percent of the responses: the 
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PRIMARY RESPONSES TO BARGAINING PREFERENCES SURVEY 


QUESTION Pnrnc CPD HARD- [Ue l= 
POSTION POS. TLON 


ie ba |p 
Comes 


PartlCciopatiLon 


b. Goals 
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[Ome S > Oe 16 
Table 9. Source: Developed by researcher. 


Principled/soft position combination accounted tor ,47 
percent of the anSwer combinations, followed by 
princi pled/hard positttenm with 26 pescent end Ehessore 
position/principled combination with 15 percent. 
E. SUMMARY 

This chapter presented a summary of the results 
obtained from surveys of 62 DoD contracting specialists 


LOCAGEG AM cone hacring Of Ptecs Ehreughout Ene Un led States: 


The demographics portion of the survey results show that 58 
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Bargaining Approach Preferences 





Figure 14. Source: Developed by researcher. 


percent of the participants were female. The median age 
bracket for the participants was 31 to 35 years of age. 
Seventy-three percent of the participants were civil service 
employees and 27 percent were military officer or enlisted 
personnel. The median years of experience bracket for the 
survey respondents was 4-5 years. 

Part III of the survey was comprised of five questions 
designed to evaluate the survey participant's experience 
with a purchasing scenario Similar to the CONSTELLATION 
purchasing scenario and to evaluate what types of bargaining 
strategy, tactics and approaches the survey participants 
would use in that type of scenario. In response to survey 
Question 1, 35 percent of the participants indicated that 


they had been involved in a purchaSing scenario similar to 


SS 


percent indicated no experience with a scenario like the 
CONSTELLATION scenario. 

Question 2 asked the survey participants to rank 14 
elements of bargaining on a scale of 1-10. The four 
elements with the highest mean rankings were "Knowing what 
you are buying," with a mean score of 3.54, "Your commitment 
to ensuring the Government receives a fair and reasonable 
price," with a mean score of 3.78, "The amount of time 
available for you to solve the problem," with a mean of 4.37 
and "Your understanding of the Government's interests," with 
a mean score of 4.51. 

Questions 3 and 4 were included to evaluate the survey 
respondent's perceptions with respect to a take-it-or-leave- 
it offer from a sole source of supply. Sixty percent of the 
participants felt that a take-it-or-leave-it offer from a 
sole source was the final word over one half of the time. 
Forty-seven percent of the respondents indicated that a 
take-it-or-leave-it offer from a sole source of supply could 
occasionally be negotiated. Thirty-four percent felt a 
take-it-or-leave-it offer from a sole source of supply could 
usually be negotiated, and 19 percent of the respondents 
Felt that a take-it-or-leave-it offer from a sole source of 
supply could almost always be negotiated. 

Question 5 asked the survey respondents to rank a 
series of bargaining strategies and tactics. The most 


frequently cited strategy or tactic was "Explain the 
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seller's price 1s much higher than what you expect the part 
should cost and request a cost breakdown," followed by, "Use 
probing questions in order to test the firmness of the 
seller's position." These two answers also received the 
highest mean rankings. 

The last portion of the survey asked the survey 
participants to rank 13 sets of choices that reflected one 
of three bargaining approaches: (1) principled, (2) hard 
position, and (3) soft position. Seventy-five percent of 
the responses indicated a primary preference for a 
principled approach. Seventeen percent of the responses 
indicated a soft position approach as a first choice and 
eight percent of the responses indicated a hard position 


approach. 


oO 
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V. ANALYSIS 


A. GENERAL 

The focus of this chapter is to analyze the principal 
and secondary thesis questions in light of the theoretical 
framework established in Chapter II, the general model of 
bargaining proposed in Chapter III and the results of the 
Survey discussed in Chapter IV. Analysis of four of the six 
principal survey questions forms the basis for this chapter, 
with the objective of drawing inferences which can be 
applied to the CONSTELLATION procurement scenario. 

Question 1 of the survey was evaluated to test the 
hypothesis of whether procurement situations like the 
CONSTELLATION scenario actually occur within the Department 
of Defense. Question 2 was analyzed to determine what 
bargaining elements might be important in a procurement 
scenario like the CONSTELLATION scenario. Question 5 was 
evaluated to learn what strategies and tactics might be 
effective in purchasing scenarios like the CONSTELLATION 
scenario. 

The data obtained from the bargaining preferences 
portion of the survey were analyzed to ascertain what type 
of bargaining approach is preferred, or is most likely to be 
used by a Government procurement specialist. This portion 


of the analysis should assist an evaluation of what 


Cy 


bargaining approach should be taken by Government buyers in 
cases like the CONSTELLATION procurement case. 


B. THE MODEL AND THE CONSTELLATION SCENARIO 


Analyzing the CONSTELLATION scenario in light of the 
Model of the Determinants of Bargaining Power and Bargaining 
Outcomes is a useful first step in the analysis process. 
Discussion of the primary determinants of bargaining power 
associated with the model, namely, alternatives, interests, 
the buyer-seller relationship, bargaining skill, time, risk, 
and the overarching determinant of information, and their 
relationship to the CONSTELLATION case will help to further 
define the bargaining scenario. 

First, consider Alternatives. The Government buyer is 
apparently given no acceptable alternative other than to buy 
the parts from San Diego Valve and Industrial (SDVI), if he 
is to acquire the parts on time. No other suppliers are 
known to exist, and the possibility of finding a suitable 
substitute for the parts appears remote. Manufacturing two 
replacement valves is an unacceptable alternative due to the 
limited time involved. Repairing the valves, even 
temporarily, might be a possible alternative, but the 
feasibility of this alternative is not known without further 
i hOmnla eon 


Next, consider the buyer-seller relationship. The 
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Government buyer is clearly placed in a position where he is 
highly dependent on the seller, due to tne sole source 
nature and urgency of the requirement. A lack of trust on 
the part of the buyer appears to be present. Prior business 
dealings and the seller's reputation are not mentioned, and 
therefore cannot be considered. It would however, be 
prudent to consider these factors if more information 
Surrounding these elements were known. 

The take-it-or-leave-it approach taken by the seller, 
SDVI, implies a degree of coldness. The seller refuses to 
engage in communication which would enhance the buyer’s 
ability to complete the bargain. This approach also 
suggests the seller holds a bargaining advantage. As stated 
in Blair, Kaiserman and Romano’s analysis, a credible take- 
at-oOr-leave-it offer by a seller in the case of Supplier 
domination leaves the buyer with no other choice but to 
accept the offer [Ref. 18:p. 839]. In the CONSTELIAEION 
scenario however, if the buyer accepts the seller’s offer as 
initially stated, the buyer violates his fiduciary duty to 
the Government by failing to ensure a fair and reasonable 
price. There may be a legitimate purpose for SDVI’s take- 
it-or-leave-it approach other than to simply exert 
bargaining power and a bargaining outcome favorable to the 


seller [Ref. 9:p. 2if]229)]. “SDV maghe actual, be eer ering 
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the valves in accordance with a fair and reasonable pricing 
policy [Ret. 9:-p. 217-219)... SDVI Tigh sat o bewunwt linc. -o 
provide further infermazivon such as Cost or pricing 
infOrmation for fear that such infe@rmation might Peak to 
competitors and damage its position in the market [Ref. 9:p. 
2i7=219). “WiETHGUt FUurehner inlormation however se 425 sae 
possible to assess these possibilities. 

The impact of the buyer and seller's bargaining skills 
are indeterminate in the procurement scenario. No 
bardaiiung) beyond thesoresentation cl ene Seliercs inieral 
offer, has taken place. Whether the introduction of the 
buyer and seller's bargaining skills would actually have an 
impact on the bargaining outcome is an issue where the 
theory of bargaining is not in agreement. 

The Model of the Determinants of Bargaining Power and 
Bargaining Outcomes suggests that, all other factors being 
equal, that the bargaining party with superior bargaining 
skill holds a bargaining advantage which could be exploited 
to enhance the party’s bargaining position and bargaining 
power. For instance, it would certainly enhance the 
Government buyer’s position if he could use an advantage in 
bargaining skills to convince SDVI to reveal enough 
information for the buyer to make a fair and reasonable 


price determination. 
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An appeal to SDVI’s interests might be an effective 
bargaining strategy for the Government buyer to use. A 
private enterprise such as SDVI normally considers profit a 
primary interest. However, SDVI may have other interests 
which may or may not fully agree with the immediate profit 
interest involved with the sale of the valves. SDVI may 
have an interest in future business with the Government. 
SDVI may also have interests in maintaining its reputation 
and the goodwill of its name. There are certainly many more 
interests that might be attributable to SDVI in the 
CONSTELLATION case. 

A buyer who realizes that SDVI has other interests and 
that they may not be 100 percent in concert with the take- 
it-or-leave-it approach offered in the CONSTELLATION 
scenario possesses a useful bargaining tool with which to 
apply bargaining leverage. One tactic available to the 
buyer for instance, is to counter the take-it-or-leave-it 
position of SDVI by asserting that such an approach or GEGer 
would curtail future business with the Government. The 
success or failure of such a tactic may be influenced by the 
other bargaining determinants in the model, including the 
parties’ perception of risk, and the time available to 
complete the bargain. 


Time is a bargaining determinant which appears to weigh 


Ot 


heavily against the buyer. The cost of delay in completing 
the procurement beyond the time allowed, while indefinite, 
appears to be large. Time limits the ability of the buyer 
to gather and assimilate information and the number of 
practical alternatives. Limited time may also limit the 
Government buyer’s ability to assert any advantage in 
bargaining skill, if such an advantage were to exist. 

Time may also play a factor in the seller's approach to 
the procurement. Whether the seller knows that the valves 
are urgently required is not known from the scenario. If 
the seller does hold that information, it is certainly the 
type of information that could be used to create bargaining 
power and reinforce the seller’s initial offer. Time could 
also work to the disadvantage of SDVI. SDVI might need an 
immediate infusion of cash to pay off creditors for example, 
and thus might not be able to wait out a patient Government 
buyer. Additional information related to the time element 
would clarify what impact this element would have on the 
bargaining process. 

The element of risk is certainly present in the 
procurement scenario, yet difficult to evaluate. The buyer 
is certainly faced with considerable risk. The buyer must 
eensider born the risk Of «nor Securing the parts on time, as 


well as the risk of purchasing the parts at a price which is 
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unfair or unreasonable. The buyer’s level of risk 
tolerance, or willingness to risk conflict, may affect the 
buyer’s decision making process on multiple levels including 
the buyer’s perceptions of the advantages and disadvantages 
of not accepting the seller’s offer [Ref. 15:p. 32]. The 
seller's perception of risk is an unknown and may only come 
to light through the application of an effective combination 
of bargaining strategy and tactics. Once more, it would be 
to the buyer’s advantage to direct his bargaining approach 
towards discovering more information related to this primary 
model determinant. Information related to the seller’s 
perception of risk could expose a weakness which could be 
used to further the Government buyer’s bargaining position. 

When viewed in light of the CONSTELLATION scenario, 
Information appears to be a common requirement when 
assessing the other model bargaining determinants. 
Information, in fact, does encompass the other bargaining 
determinants of time, bargaining skill, risk, the buyer- 
seller relationship, alternatives and interests, since the 
level of information each party holds with respect to these 
bargaining elements affects. how these elements atiecr ene 
bargaining process. The selection of appropriate strategy 
and tactics for the purpose of exploiting any primary 


bargaining determinant and creating potential bargaining 


as 


power [Ref. Sip. 1/9) 1s thus inextricably linked to 
Gathering, assimilating, or Using 2aeortatic.- 


C. BARGAINING THEORY AND THE CONSTELLATION SCENARIO 


The previous discussions on bargaining theory have 
enhanced the analysis so far, and additional comparisons 
here between theory and the hypothetical case scenario may 
enhance our understanding of the results obtained from the 
survey data. 

In the CONSTELLATION scenario, the Government is not 
concerned with a profit, but with a fair and reasonable 
price. The work of Edgeworth, Bowley and others states that 
under bilateral monopoly conditions, a contract curve 
representing a range of possible prices may be established. 
The upper bound of the contract curve is determined by the 
maximum price which the buyer is willing to accept. In the 
Bowley case, this price is the price that equals the buyer's 
marginal revenue for the quantity traded. For the 
CONSTELLATION case, this upper boundary limit can be 
substituted with the highest price that the buyer would 
determine to be fair and reasonable. At any point above 
this price, the buyer is ethically and legally bound to 
refuse the offer, regardless of the circumstances of the 
customer or end user. Certainly the buyer could violate the 
fair and reasonable price requirement, but if the buyer did 
so, the buyer would summarily, be acquiescing to the demands 


of the seller. By making this assumption then, we assume 
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the solution to the question of price, and the principal and 
other subsidiary questions addressed in this research become 
Moot. 

The lower limit of the contract curve may be viewed as 
the seller's marginal costs associated with the valve. From 
the viewpoint of the work of Bowley and subsequent analysis 
by Blair, Kaiserman and Romano, as well as others, it is 
implicit or explicit that profit will act as a primary 
motivating force in the seller's pricing decision. Thus, 
the seller would not sell the valves at any price less than 
the marginal costs incurred. If Pen's work were interjected 
here, numerous other factors could be added to the basic 
formula. It is sufficient for this analysis however, to use 
Bowley's work, while keeping in mind that other factors 
accounted for by Pen's ophelimity functions could also 
influence the seller's pricing strategy. 

The seller in the CONSTELLATION scenario is clearly in 
a dominant position. Given the urgency of need for items 
being procured and potential costs to the Government if the 
purchase is delayed, there can be little doubt that the 
buyer would accept any price so long as that price was fair 
and reasonable. Following Bowley's analysis then for the 
case where a dominant monopolist sells to a price-taking 
monopsonist, the price solution for the CONSTELLATION case 
can be found at the highest point on the contract curve. In 


other words, the highest possible price that a buyer would 
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conclude to be fair and reasonable. 

Without adequate information however, there is no way 
for either the buyer to determine what the seller's costs 
are, or the seller to determine what the highest price the 
buyer would consider fair and reasonable. Thus, bargaining 
must take place to determine what price will result. 

The theory and analyses discussed in Chapter II and the 


Model of the Determinants of Bargaining Power and Bargaining 
Outcomes suggest that certain elements of bargaining may be 


effective in moving the participants towards a bargaining 
agreement. Our analysis of the answers obtained from the 
survey of Government contracting personnel will continue 
with these elements in mind. 
D. ANALYSIS OF THE PRINCIPAL SURVEY QUESTIONS 

Survey Question 1 asked survey participants if they had 
ever had to buy goods and services under conditions similar 
to the USS CONSTELLATION procurement scenario. Twenty-one 
Dat breil pant Ss CULL One] 9, Or 35 Pereene, answered s wien sam 
affirmative response. Of those answering the question in 
the affirmative, 18, or 85 percent of the respondents 
indicated that they had experienced this sort of buying 
StLuate)), Of Mone Enametone OCeasIoOn. (OuceG: 17 “survey 
respondents reporting 11 or more years of Government 
contracting experience, ten respondents, or 59 percent, 


reported having experienced a similar situation at least 


BNs 


once. 

The results obtained in response to Question 1 thus 
Support the researcher’s hypothesis that procurement 
Situations paralleling the CONSTELLATION scenario are 
experienced by Government contract specialists working 
within the DoD. The data also suggest that the probability 
of such an experience happening appears to increase with the 
number of years of experience on the job. 

Survey Question 2 asked the survey participants to rank 
14 separate bargaining elements on a scale of one to ten 
with one being the highest rank on the scale. The 
cumulative survey results revealed five bargaining elements 
with mean scores significantly lower than the sample mean of 
59.42. These answer choices also had scores at or near the 
top five scores for median, mode and frequency, suggesting a 
preference for these elements within the survey group. 
These elements were evaluated using a Z statistic test to 
determine whether the answers were statistically 
Srgniticane. 


The five elements with the lowest mean scores (and 


therefore, highest ranking), were: (1) answer 2k, “Knowing 
what you are buying,” with a mean score of 3.54, (2) answer 
21, “Your commitment to ensuring the Government receives a 
fair and reasonable price,” with a mean of 3.78, (3) answer 


oi 


2m, “The amount of time available to you to resolve the 
problem,” with a mean score of 4.37, (4) answer 2e “Your 
understanding of the Government’s interests, with a mean 
score of 4.51, and (5), amswer 2c, “Your GEEecLiveness asa 
communicator,” Wiebesa Mean of S220: 

The five elements of bargaining most frequently 
selected by the survey group were (1) answer 2c, “Your 
effectiveness as a communicator,” with a frequency of 52; 
(2) answer 21, with a frequency of 50; (3) answer 2h, 
“Finding a middle ground or compromise between you and the 
seller that provides for mutual gain,” with a frequency of 
48; (4) answer 2m with a frequency of 47; and (5), answers 


2k, and Ze, which both had a frequency of 43. The rankings 


of these answers are summarized in Table 10. 





Top Ranked Answers for Question 2 


Answer Frequency 
21. Commitment to a fair and ik Z 
reasonable price. 






Z 
Zk. Knowing what you are buying. 5 


Ze. Understanding the Government’s 3 2 
interests. 


2m. The amount of time available. Pa { 3 fo 4 
: 





2n. The amount of effort you exert 4 
to resolve the problem. 





— one — em me ss a ss ao 






, | 

I2c. Your effectiveness as a a 5 al 
communicator. 

2h. Finding a middle ground. i | ee oe 
Table 10. Source: Developed by researcher. 
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In order to test whether the difference in mean ranking 
scores for answers 21, 2k, 2e, 2m and 2c were statistically 
Significant, the a statistical test using the Z test 
Statistic was developed. The results of the test are 
summarized in Table ll. 

Null Hypothesis: 

BO7 Gen ee. 

The observed mean for answers 21, 2k, 2e, 2m and 2c is 
less than the sample mean. 

Alternative Hypothesis: 
Haw 1 <= (2, 
The sample mean is greater than or equal to the 


observed mean for samples 21, 2k, 2e, 2m and 2c. 


Decision rule: Reject Ho if Xx - 4&4 < Za 
d/Vn 
Significance level a= .01 
Sample size n= 55 
Zo, = 2.33 
Beer sion: 
Reject the null hypothesis for answer 2c. Do not 


reject the null hypothesis for answers 2k, 21, 2m or 2e. 
Interpretation: 

The mean scores for answers 2k, 21, 2m and 2e are lower 
than the sample mean, suggesting that these bargaining 


elements were considered more important by the survey 


G9 


Z Test Statistic Results for Question 2 


Answer P Value 
2c. Effectiveness as a | 27004 i 
COmmuna Calor. 
2k. Knowing what you are 22098 less than .0O0001 
Du yam. . 


21. Commitment to a fair and A Ade less than .00001 
2.9ae 







reasonable price. 









2m. The amount of time ek 


avallable. 


2e. Understanding the ) eas 
Government’s interests. 


Table 11. Source: Developed by researcher. 





respondents in cases similar to the CONSTELLATION 
procurement scenario. 

This interpretation however, cannot be made for answer 
2c. A preference for answer 2c cannot be determined based 
on the test statistic. The fact that this answer had the 
highest frequency and a relatively low standard deviation of 
2.23 however, leads one to believe that this answer was 
considered to be of medium importance within the survey 
Group. (has conciisvon sis also, supported) by the face thar 
the relationship between mean and freguency for the answers 
obtained in Question two had a high negative correlation of 
-.8011. 2 statistic tests were performed on the other 
answer choices for Question 2 and no other answers were 


found to be statistically less than the sample mean. 
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The bargaining elements determined to be statistically 
Significant in Question 2 may be analyzed in terms of the 
bargaining theories presented in Chapter II and The Model of 
the Determinants of Bargaining Power and Bargaining 
Outcomes. Each answer viewed as significant by the survey 
group carries within it elements of important bargaining 
strategies and tactics. The answers may also correlate to 
the theories of bargaining discussed in Chapter II. 

Answer 21, “Your commitment to ensuring the Government 
receives a fair and reasonable price,” reflects the 
importance perceived by the survey respondents in holding a 
high aspiration level (Ref. 19:p. 61) Lor obtaining jo fais 
and reasonable price. The strategy of maintaining a high 
level of commitment reflects determination, resolve and 
steadfastness. Commitment implies a low rate of concession 
[Ref. 19:p. 90]. Siegel and Fouraker’s research found that 
if a bargainer has a low rate of concession, it often leads 
to a lowering of his opponent’s aspirations [Ref. 19:p. 70]. 
In the CONSTELLATION case, it seems reasonable to believe 
that an unwavering commitment on the part of the Government 
buyer might move the seller to lowering his profit 
aspiration, which in turn might lead to an offer of a more 
reasonable price. 


Answer 2k, “Knowing what you are buying,” reflects the 
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importance of knowledge and information, in this case 
knowledge of the part to be procured. The Government buyer 
appears to lack sufficient information with which to 
complete the purchase of the valves. Knowledge and 
information about the valves is crucial to determining 
whether the price offered is fair and reasonable. Analyses 
discussed in Chapter II which concluded that price under a 
bilateral monopoly scenario was determinant all found it 
necessary to assume at a minimum that knowledge of the 
supplier’s cost function and buyer’s demand functions were 
known to both parties. 

It should be apparent that if the Government buyer in 
the CONSTELLATION case had access to information regarding 
the seller’s costs for the valves, then the buyer could 
readily determine if the price offered was fair and 
reasonable. Without adequate information however, the buyer 
in the CONSTELLATION case cannot determine if the price is 
fair and reasonable. This conclusion is fully supported by 
the theory, and one added piece of analysis should clarify 
this conclusion for the skeptical reader. 

As one of the most critical elements in the 
CONSTELLATION scenario, the question of what iS a fair and 
reasonable price merits detailed analysis. The analysis is 


problematic in the CONSTELLATION case however, because the 
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buyer appears to lack the information needed to complete a 
Setistactory €COSt Of Price analysis. One approach Suggested 
by one of the readers of this research was to analyze the 
question based on the original acquisition price, the number 
of years since the part was originally manufactured, the 
offered price and the rate of return achieved. 

The number of years elapsed since the original parts 
were manufactured is not stated in the procurement scenario. 
It is stated however, that the manufacturer went out of 
business twenty years ago. Assuming the valves were twenty 
years old, the annual rate of return (ROR) required for a 
$1,500 (the original unit cost for the valve) investment to 
reach a value of $45,000 (the offered price for one unit) 
can be solved using the following formula: 

$1,500 X (1 + ROR)*° = $45,000 

ROR = pisos 
Rates of return can likewise be computed for other time 
periods, as illustrated in Table l2. 


The rate of return approach leaves the researcher with 


two problems to resolve: one easily reconciled, the other 
intractable. A fair and reasonable rate of return can 
easily be determined for a given period of time. One 


approach for instance, might be based on the rates of return 


offered for Treasury bills during the same time period, with 


Os 


Rates of Return and Number of Years Required 
for a $1,500 Investment to Appreciate to $45,000 







Rate of Return (3) | Number of Years 


Loe 






1. OO 


Table 12. Source: Developed by researcher. 






premiums added in for inflation, storage costs and business 
risk. Two problems that cannot be readily resolved using 
the rate of return approach are determining the number of 
years to use to calculate the rate of return and the initial 
acquisition cost. Assuming that the part originally cost 
the seller $1,500 and that he held the part for 30 years, a 
twelve percent rate of return and $45,000 unit cost might be 
considered fair and reasonable. An eighteen percent rate of 
return might arguably be considered to be fair and 
reasonable if the part cost the seller $1,500 and he held 
the part for twenty years. “Fair and reasonable” after all 
is an imprecise and relative term that must be evaluated 


based on the specific elements of each purchaSing scenario. 
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However, if the part had been bought at auction the year 
Crior for 5200, then > 126 Gouptlul any reasonable and 
informed individual would consider a $45,000 price offer to 
be considered fair or reasonable. Sufficient information 
then is a key to navigating the bargaining impasse posed in 
the CONSTELLATION scenario and determining what is a fair 
and reasonable price. 

The Government buyer is placed at a considerable 
bargaining disadvantage by not knowing more about the part 
he is buying. The seller in turn, derives considerable 
bargaining advantage and significant potential bargaining 
power Dy T1O0b Ccisclosing any Gost OY Pricing intormac von. 

The take-it-or-leave-it approach taken by the seller 
combined with what appears to be an unreasonably high priced 
offer, implies that the seller may know that the Government 
has a desperate need for the valves. A plausible approach 
for the Government buyer in this case may be to redouble his 
efforts to get the information he needs to determine if the 
price is a fair and reasonable one. Without adequate 
information, a fair and reasonable price determination is 
impossible. A sound recommendation for the Government buyer 
in the CONSTELLATION case would be to tailor his strategy, 
tactics and Dargqaining approach tTowands conmvaneind tne 


seller to give him the information he needs to make a fair 
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and reasonable price determination. 

Answer 2e, “Your understanding of the Government’s 
interests,” reflects the importance of knowing and 
understanding what is at stake for the Government in this 
case. Two primary interests of the buyer should be evident: 
Get the parts On Lime ana 40 a fair end reasondole price. 
Getting the parts on time means meeting the customer’s 
requirement, which should always be an interest for a 
Government buyer. An added interest closely related to the 
customer is avoiding potential costs caused by the delay. 
The costs of delay may be very large or they may be 
inconsequential. As we saw with the lack of information 
about the valves, lack of knowing what the actual costs of 
delay are places the buyer at a bargaining disadvantage. 

The buyer certainly would not be pressed for time if he knew 
that CONSTELLATION could either make do without the parts in 
the immediate future, or if there was another practical 
alternative. A useful bargaining strategy for the buyer 
then may involve fully researching what Government interests 
are involved in the case. This might include contacting the 
Supply Officer, Chief Engineer or Commanding Officer of the 
ship to get their perspective. Fully understanding the 
Government’s interests in this case then, is clearly an 


important factor and a useful approach to the dilemma. 
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Answer 2m, “The amount of time available to you to 
resolve the problem,” was also rated highly by the survey 
respondents and determined to be statistically significant. 
Thee IW eed amounG OFyEIMe aval able borne buyer vin tie 
CONSTELLATION case limits the alternatives available to the 
buyer. The opportunity to manufacture the valves or find 
other sources of supply is certainly curtailed by the lack 
of time available. Lack of time limits the buyer’s ability 
to gather and assess information. The shortage of time may 
also limit the effectiveness of tactics and strategy such as 
patience, persuasion or commitment that a skilled bargainer 
might use to increase his bargaining power. 

It would clearly be to the Government buyer’s advantage 
to devise a way to extend the procurement deadline. The 
seller might be very surprised if the Government did not 
meet his initial price demand quickly. The risk element for 
ene Seller should be expected to increase as The amount of 
time, measured beginning with the initial offer, increases. 
Given that the factors that influence the formation of 
bargaining power will shift towards the bargaining advantage 
of the buyer with the increase in time, such as the 
possibility of finding or using other alternatives, the risk 
to the seller that the purchase may fall through increases. 


If the Government refused to conclude the buy and the 
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CONSTELLATION still got underway on time, it might move the 
seller to soften his position. If not on price, perhaps 
some other type of concession, such as offering additional 
information. The element of time then, is certainly an 
important element to consider in the CONSTELLATION scenario. 
Aoplying strategy nd tactics Go shivit the bargaining 
advantage and bargaining power obtained through the element 
of time would certainly work to the benefit of the buyer. 

The role that experience plays in determining what 
elements of bargaining are important in cases like the 
CONSTELLATION scenario was analyzed. Survey participants’ 
responses were evaluated according to how highly they ranked 
the four statistically significant responses and how often 
they chose one of the statistically significant responses. 
The results obtained are summarized in Table 13. 

Table 13 shows the percentage of respondents who ranked 
from one to four the statistically significant answers in 
Question two according to one of five experience categories 
amc. according to one of three rank ceilings.) im the 
interpretation of the survey data, it is interesting to note 
that the three years or less experience category provided 
answer percentages for the four statistically significant 
responses equal to or greater than the four or more year 


experience category in eight of the nine comparisons. The 
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Experience as a Function of Choosing the Four 
Statistically Significant Responses to Question 2 


Percentage of Statistically oe 
Answers Ranked <= 


Years of aoe 
Experience ~— es ee S ae 


Percentage: of Stratus tically ae ae 
Answers Ranked <= 


Years of ee 
Experience been er ae — 


3 or less 


es 
[eon nore | 23 | ee | 0a | a | 70 
fixes nore| ae [as [ee | ese 
[is or more] a7_[ a2 | os | 0 |e 


Percentage of Statistically Significant 
Answers Ranked <= 2 


Years of Beer 
—* aes pees ae, soe 


Ss or | 3 or less | 


——— = = —— 


11 or more 


te teed a 


Table 13. Source: Beeeiiocea by researcher. 


three or less years of experience category also had a higher 


Pos 


percentage of respondents rank three of the four questions 
for each of the rank ceilings. In sum, while it cannot be 
concluded that a lack of experience played a role in 
enescing and ranking a Stabtseical ly Ssronittecane <esponce, 
the numbers show that experience totaling four or more years 
was not a significant factor in choosing or ranking the four 
statistically significant responses to Question 2. 

Survey Question 5 asked survey participants to rank the 
bargaining tactics or strategies that they have used in the 
past in cases similar to the CONSTELLATION case and the 
tactics or strategies they would use in the future. The 
survey results obtained in response to Question 5 indicated 
four preferred tactics. Those answers were (1) answer 51, 
“Explain that the seller’s price is much higher than what 
you expect the part should cost and ask for a cost 
breakdown,” (2) answer 5f, “Use probing questions (e.g., How 
did the seller arrive at the price he is asking for the 
part) in order to test the firmness of the seller’s 
position,” (3) answer 5d, “Tell the seller that you need his 
help in order to determine that the offered price is fair 
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and reasonable,” and (4), answer 5g, “Inform the seller of 
possible alternatives to buying the part from the seller.” 


The mean and frequency scores for these four tactics and 


their mean ranking relative to the other tactics proposed in 


0 


the question are summarized in Table 14. 


Question 5: Mean and Frequency for 
the Four Most Preferred Tactics 















Would | Have Answer | Raw | Frequency Mean | Mean 
Use in Used | | Frequency for Rank 
the in | | (Ranked | Ranked 
Future the | and Answers 
Past | / unranked) 










a he a ei 
pt ss fT ee es | 

Tx [sa | | 2 [eee] 2 
Cx [| sa [| = [eee] 2 
a a a 
Pfs sees 

| 51 31 23 Dag? 1 
Table 14. Source: Developed by researcher. 
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In order to determine if the answers listed in Table 14 
are statistically significant, a test of the means was 
devised in a manner Similar to the test used for Question 2. 
The test will determine whether the mean scores for answers 
Sg, Od, Sf and 51 are statistically significant. Because 
the sample size (n) was not very large, a student-t test was 
used to test the null hypothesis instead of the Z test used 


FOr Ouesi1On 2. 


Null Hypothesis: 

HO iin sk, 
The observed means for answers 5g, 5d, 5f and 51 are less 
than the sample mean. 

Alternative Hypothesis: 

Hat UU <=22, 
The sample mean is greater than or equal to the observed 


Mean fOr SampLes S07ec50 ro buona ol: 


DeCistOonm~uu leq “RePSCe emt 2 ee ee 
d6/¥n 

Signi recance level -a.— Ci 

Sample size n = 37 


Degrees of freedom = n-l 

C36,.0. = 2-433 

Decision: 

Reject the null hypothesis for answer 5g: “Inform the 
seller of possible alternatives (Have used in the past)”. 
Do not reject the null hypothesis for all other answers 
tested. Test results are summarized in Table 15. 

Interpretation: 

The mean scores for answer choices 5d, 5f, and 5l are 
Clearly lower than the sample mean, suggesting that these 
bargaining tactics were considered more important in 
cases similar to the CONSTELLATION procurement scenario by 


the Government procurement specialists surveyed. Answer 5g 
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t Statistic Test Results for Question 5 
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5g. Inform seller of possible alternatives. 
(Used in Past) 


9g. Inform seller of possible alternatives. 
(Use in Future) 


5d. Tell seller you need his help to determine 
price is fair and reasonable. (Used in Past) 


5d. Tell seller you need his help to determine 
price is fair and reasonable. (Use in Future) 


5f£. Use probing guestions. (Used in Past) 


5f. Use probing questions. (Use in Future) 
51. Ask for a cost breakdown. (Used in Past) 


51. Ask for a cost breakdown. (Use in Future) 
Table 15. Source: Developed by researcher. 


1s statistically significant for “Would use in the future,” 
but 1s not significant for the case “Have used in the past.” 
Answer Sl, “Explain that the seller’s price is much higher 
than what you would expect the part should cost and ask for 
a cost breakdown” had the highest mean ranking of the 19 
possible answers in Question 5 for “Would use in the 


f 


future,” and was ranked second to answer 5f, “Use probing 
@eestions.” Answer 5d, “Tell the seller you need his 
help,” was ranked second for “Would use in the future” and 
third for have used in the past. The three mean scores are 


very close for these three answers, so close that there is 


no statistically significant difference between these three 
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answers. In other words, the survey participants preferred 
these three choices over the other 16 choices, but did not 
prefer any one of the three over the other two. 

The significance of answers 5d, Sf and 51 reflects 
once again, the need for information. Each of these tactics 
can be interpreted as an effort on the part of the 
Government buyer’s to gain additional information. These 
three answers also associate closely with answer 2k, 
“Knowing what you are buying,” which carried the highest 
mean score for Question 2. The statistical significance of 
answers 5d, of and Sl alsovconcurs with the bargaining 
theory discussed. Without adequate information, a fair and 
reasonable price determination appears impossible. 

Answer 5g, “Inform the seller of possible alternatives 
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to buying the part from the seller,” proved to be 
Statistically significant or othe. “Would usevin thes euciire 
condition only. The importance of alternatives and the 
strategy of offering these types of alternatives to the 
seller have been previously discussed. If the buyer in the 
CONSTELLATION case had one or more credible alternatives, he 
could choose them over a bargain with SDVI. As implied in 
the survey answer, the buyer could also make use of 


potential alternatives as a bargaining tool. The 


possibility of credible alternatives does not necessarily 


mean that the seller will alter his position. However, if 
it would be to the seller’s advantage to alter his position 
in order to avoid a bargaining conflict and potentially lose 
the sale, it makes sense to conclude that a rational seller 
would take such action. Certainly the other bargaining 
elements of risk, buyer-seller relationship, bargaining 
skill, time and interests all have an impact on the what 
role and the importance of alternatives in a given 
procurement scenario. However, not withstanding the 
influence of other bargaining elements, the ability to offer 
alternatives to a seller in a situation similar to the 
CONSTELLATION case was viewed as significant. 

The role of experience was evaluated to determine if 
experienced contracting personnel would rank higher, or more 
frequently choose the four choices determined statistically 
Significant in Question 5 than inexperienced contracting 
personnel. Table 16 shows the mean and frequency for the 
four statistically significant answers. 

Three years of experience or less was considered 
inexperienced. In order to test whether a difference exists 
between the mean ranks assigned by experienced and 
inexperienced contracting personnel the following 


statistical test was formulated: 


Null Hypothesis: 
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Question 5 Response: 
Experienced vs. Inexperienced Personnel 


Answer Experienced Inexperienced 
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5d. Tell seller 
you need his help 
(Used in past). 


4 
NO 


5d. Tell seller 
you need his help 
(Use in future). 


-42 


3 
\O 


5f. Use probing 
questions (Used in 
past). 


5f£. Use probing a0 
questions (Use in 
: = 


future). 


jt 
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5g. Inform seller 
of alternatives 
(Used in past). 


¥S2 


3 
ra 
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5g. Inform seller 
of alternatives 
Use in future). 


NO 
oO 
NO 


51. Ask for a cost .53 
breakdown (Used in 


past). 


Cn 
a 


51. Ask for a cost 
breakdown (Use in 
future). 





Table 16. Source: Developed by researcher. 


HO: My, -~ My = Deg 
The difference between the means for experienced and 


inexperienced contracting personnel for the four 


Ps 


statistically significant choices is zero. 
Alternative Hypothesis: 
Hal, =e, 
The mean rank for experienced contracting personnel is 


less than the mean rank for inexperienced contracting 


personnel. 
D@écisi1on ~rule>: “Reject Ho 2. Ao Dee 
*y Qn, t Ny 
nny 
Significance level a= .0Q1 
Sample SiZe 2. i= oy Tyo= 6 


Bow ote 

Result: 

EU Statistic = 2.463 

Decision: 

Do not reject the null hypothesis. 

Interpretation: 

There is insufficient evidence to conclude that there 
is a difference between the mean ranking of the answers 
given by experienced and inexperienced contracting personnel 
to answers 5d, 5f, 5g and 51. In other words, there appears 
to be no difference between experienced and inexperienced 
contracting personnel in the way they ranked these four 
answers. 


The test Statistic shows that there 1s no overall 
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difference in the way experienced and inexperienced 
contracting personnel ranked these answer choices. However 
one answer choice of chosen by the group categorized as 
inexperienced stands out with a significant difference. 
This is answer 5g, “Inform the seller of possible 
alternatives” for the category, “Have used in the past.” 
This answer choice, with a mean ranking of 6.00, had a mean 
that was more than two standard deviations from the overall 
mean for the inexperienced personnel responses, which was 
3.22. The large difference in the mean rankings for “Have 
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USeeoin they past, “and Would use an Ehe £uture® “ror che 
responses given by inexperienced personnel suggests that 
inexperienced personnel had not used this tactic in the 
past, but felt it would be a worthwhile tactic to use in the 
future. It is also appears that the reason why this choice 
was not found to be statistically significant when tested 
for the entire survey sample was because inexperienced 
personnel on average, ranked this answer choice much higher 
for the “Have used in the past” category. While the mean 
responses for the 5g answer choice “Would use in the future” 
category are almost identical for experienced and 
inexperienced personnel, experienced personnel assigned a 


much lower average score to this response in the “Have used 


in the past” category. This suggests that experienced 


is 


personnel were more familiar with this tactic than 
inexperienced personnel. 
D. ANALYSIS OF BARGAINING APPROACHES 

A survey of bargaining approaches made up the latter 
portion of the survey. The overwhelming preference of those 
Surveyed was to choose a principled or interest-based 
approach,’ over elther a Nara-position approach Gr a SOLE 
position approach. The interest-based approach was clearly 
the preferred choice among the Government procurement 
specialists surveyed. 

Though it should never be assumed that one type of 
approach is always correct for a given bargaining scenario, 
the potential advantages of using an interest-based approach 
in situations analogous to the CONSTELLATION scenario are 
apparent. An interest-based approach encourages two-way 
dialogue between the bargaining parties and the transfer of 
information. An interest-based approach also encourages the 
attainment of a middle ground which offers mutual gain. 

An interest-based approach avoids the extreme positions 
of either the hard or soft-position approaches. A hard- 
POSLEI1OnN approach on the part of the buyer could Jaimie ene 
range of possible bargains to prices near the lower limit 
of the contract curve. Analogously, a sote—position 


approach would appear to allow the seller the opportunity to 
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push for a bargain closer to the upper limit of the contract 
curve. Intuitively, an interest-based approach would appear 
more likely to result in a signed contract and a contract 
which approaches the theoretical joint-profit maximizing 
Solution . 

A key question for analysis is whether a Government 
buyer’s preferred approach is affected by the number of 
years of experience the buyer holds. In order to analyze 
this question, the researcher compared the answers provided 
by the survey participants with the number of years of 
contracting experience each participant acknowledged. 
Experienced personnel were once again considered to be any 
respondent with four or more years of experience. The 
percentage of respondents who gave an interest-based 


response to six or less of the 13 bargaining approach 


Interest-Based Answers as a Function of Experience 


Years of Number 6 with 6 or SeeW 1 eens 
Experience Surveyed less more 
Interest- Interest- 
based based 
responses responses 
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Table 17. Source: Developed by researcher. 





guestions was compared to those participants who responded 
with an interest-based answer 11 or more times. The results 
are summarized in Table 1/7. 

The results are somewhat surprising but show that there 
was less of a preference among the survey participants for 
an interest-based approach as their experience increased. 
Figure 15 readily shows the weakening preference for an 


interest-based approach as experience increases. 


An Interest-Based Approach 
Response as a Function of Experience 
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Figure 15. Source: Developed by researcher. 


F. SUMMARY 


This chapter analyzed the survey results presented in 


Chapter IV. Over one-third of the survey respondents 
indicated they had experienced a procurement situation 
Similar to the CONSTELLATION scenario, supporting the 
assumption that such cases are more than isolated incidents. 
Four of 14 bargaining elements offered as choices in 


Survey Question 2 were found to be statistically 


Significant. These were “Knowing what you are buying,” 
“Your commitment to a fair and reasonable price,” “The 
amount of time available,” and “Understanding the 
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Government’s interests.” These answers are supported by the 


bargaining theory and the Model of the Determinants of 
Bargainingyrower ena Bargaining Cugecoues. 

The frequency and mean rankings for the four 
statistically significant responses for Question 2 were 
compared for both experienced and inexperienced negotiators 
uSing three years of experience or less as a dividing point 
between experienced and inexperienced negotiators. The 
responses indicated no significant difference between 
exnerienced and inexperienced contracting personnel in the 
frequency or ranking of the four responses. In fact, in 
eight of nine comparisons for answer selection and rank 
combinations, percentages for experienced personnel were 
slightly lower than the percentages for inexperienced 


personnel. 
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Question 5 of the survey was analyzed to determine what 
strategy and tactics were preferred by the survey 
respondents. Three of 18 possible survey responses were 
found to be statistically significant for both the “Have 
used in the past case” and “Would use in the future case.” 
Those three answers were: (1) “Tell the seller you need his 
help in order to determine if the price is fair and 
reasonable,” (2) “Use probing questions,” and (3) “Ask for a 
cost breakdown.” “Informing the seller of possible 
alternatives” was found to be statistically significant for 
the “Would use in the future” case. 

As with Question 2, the Question 5 responses of 
experienced and inexperienced contracting personnel were 
compared to see whether there was a difference in the way 
the two groups ranked the statistically significant answers. 
No difference was found for the seven statistically 
Significant answer choices. However, a significant 
difference was noted in the response for answer 5g, “Inform 
the seller of possible alternatives” for the category “Have 
used in the past.” This choice was found to vary 
Significantly from the “Would use in the future” response 
given by inexperienced personnel for this answer choice as 
well as the mean response for this answer given by 


experienced personnel. Inexperienced personnel were less 
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likely to rank this answer highly for the category “Have 
used in the past” than experienced negotiators, suggesting 
that inexperienced contracting personnel were less familiar 
Wikies Lactic. 

The latter portion of the chapter was devoted to an 
analysis of the bargaining preferences portion of the 
Survey. This portion of the Survey was designed to evaluate 
which of three bargaining approaches, interest-based, hard 
MOSiILION—-Dbased OF "SOC pOsi LE 1On-baseca, Ene Survey 
participants would prefer. An interest-based approach was 
the first choice of the respondents 75 percent of the time. 
It was also shown that contracting personnel were less 
likely to choose an interest-based approach as experience 


IMereased . 


VI. CONCLUSIONS AND RECOMMENDATIONS 
A. INTRODUCTION 

This chapter presents conclusions based on the thesis 
research and analysis. The principal and subsidiary 
research recommendations will be discussed. Recommendations 
for further research are also presented. 

B. CONCLUSIONS 

1. Four bargaining elements were considered important 
by Government contracting specialists in situations similar 
to the CONSTELLATION procurement scenario: (1) “Knowing what 
vou are buying,” (2) “Your Conmitment €o ensuring the 
Government receives a fair and reasonable price,” (3) “The 
amount of time available to you to resolve the problem,” and 
(4) “Your understanding of the Government’s interests.” 
These elements were identified and discussed in Chapters IV 
and V. 

2. There is no difference in the preference for the 
four bargaining elements determined to be statistically 
Significant between inexperienced contracting personnel and 
experienced contracting personnel. 

3. The bargaining strategy and tactics that Government 
contracting specialists used most frequently in the past to 
bargain in cases such as the CONSTELLATION procurement 


scenario were (1) “Explain that the seller’s price is much 
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higher than what you expect the part should cost and ask for 
a cost breakdown,” (2) “Use probing questions (e.g., How did 
the seller arrive at the price he is asking for the part.) 
in order to test the firmness of the seller’s position,” and 
(3) “Tell the seller that you need his help in order to 
determine that the offered price is fair and reasonable.” 
These three strategies or tactics, along with, “inform the 
seller of possible alternatives to buying the part from the 
seller” were strategy and tactics which Government 
contracting personnel would prefer to use in the future. 
These tactics were also identified and discussed in Chapters 
a tcc aac 

4. Inexperienced contracting personnel were less 
itkely to Have weed the tactic, “Inrorm the seller of 
possible alternatives to buying the part from the seller” in 
the past than experienced personnel. However, for the 
responses found to be statistically significant, there was 
no difference between the preferences of inexperienced 
contracting personnel and experienced contracting personnel. 

5. Government procurement specialists, when offered a 
CNeveesoOr sardaininGg appredcnics ober ecmea so aimee led, =o ft 
interest-based approach to bargaining, followed by a “soft 
POSlelOn Fapeteach. — = Nard POstelon appnecacm 12s Overall, 


the least preferred approach of Government contracting 
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personnel. 

6. Experienced contracting personnel are less likely 
to prefer an interest-based approach than inexperienced 
contracting personnel. 

C. RECOMMENDATIONS 

1. Training for procurement and acquisition 
professionals should include a Government-contractor 
bilateral monopoly scenario similar to the CONSTELLATION 
scenario. 

Contracting personnel should be aware of the bilateral 
monopoly case and its relationship to sole source 
procurement and acquisition. The bilateral monopoly case 
provides a unique perspective for understanding the process 
of bargaining and in particular, bargaining with a sole 
source. It 1S important that Government contracting 
personnel understand that bargaining advantage does not 
always rest with the sole source supplier. Likewise, 
Government contract specialists should also understand that 
bargaining techniques can and should be used to ensure the 
agreed upon purchase price is equitable. 

2. The Federal Acquisition Regulation should be 
revised to include a definition of the term “fair and 
reasonable” as well as guidance for how to interpret and 


apply the definition. 


ae 


While the Federal Acquisition Regulation suggests a 
number of methods for determining what a fair and reasonable 
price is, it does not define the term. The term is somewhat 
amorphous and imprecise and certainly the criteria of 
determination may vary somewhat from procurement to 
procurement. However, a definition of “fair and reasonable” 
along the lines of the definitions provided in the Contract 
Pricing Reference Guide would almost certainly assist a 
buyer when deciding price reasonableness. “Fair and 
reasonable” plays a key role in Government procurement and 
is too important not to be defined within the Federal 
ACQUIS? Lion, Regulation. 

D. ANSWERS TO RESEARCH QUESTIONS 

1 PRIMARY RESEARCH QUESTION: 

What bargaining tactics and strategy might be effective 
in purchasing goods or services from a sole source offeror 
when the price is perceived as unfair or unreasonable? 

The tactics or strategies preferred by Government 
contracting personnel in situations Similar to the 
CONSTELLATION procurement scenario, a case where a sole 
source offers the Government a price suspected to be unfair 
or unreasonable are (1) “Explain that the seller’s price is 
much higher than what you expect the part should cost and 
ask for a cost breakdown,” (2) “Use probing questions (e.g., 


How did the seller arrive at the price he is asking for the 
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part.) in order to test the firmness of the seller’s 
pOsteron, Ws) Tell the seller that you meed las nelp in 


order to determine that the offered price is fair and 


f 


reasonable,” and (4) “Inform the seller of possible 


alternatives to buying the part from the seller.” 

a SUBSIDIARY “RESEARCH OURSTIONS: 

a) What is a "Fair and Reasonable" price? 

"Fair and reasonable" lacks a concrete definition. The 
Federal Acquisition Regulation lacks a definition for this 
term. Thus, the term 1s open to some interpretation. The 
word "fair" suggests an exchange which is equitable and 
correct; "reasonable" may be interpreted as a descriptive 
term for an act that reflects prudence and wisdom. 

There are two principal methods for evaluating price 
reasonableness: price analysis and cost analysis. In the 
normal course of Government business, these methods are more 
than adequate for evaluating what is and what is not a fair 
and reasonable price. Adequate information however, is 
essential for a buyer to successfully use either technique. 

b) Are situations similar to the CONSTELLATION scenario 
experienced by Government contracting personnel? Based on 
survey results which showed over one-third of the 
respondents had experienced this type of scenario, the 
answer 1S yes. 

c) Are there differences between experienced and 


inexperienced contracting personnel with respect to the 


io 


elements of bargaining they consider important in cases like 
the CONSTELLATION scenario? No difference was observed 
between the bargaining elements which experienced and 
inexperienced contracting personnel thought were important. 

d) Are there differences between experienced and 
inexperienced contracting personnel with respect to the 
bargaining strategy and tactics they would use if confronted 
with a procurement situation like the one in the 
CONSTELLATION? Inexperienced contracting personnel were 
less familiar with the, “Inform the seller of possible 
alternatives to buying the part from the seller” tactic than 
experienced personnel. Experienced and inexperienced 
personnel were equally likely to choose the following three 
tactics (1) “Explain that the seller’s price is much higher 
than what you expect the part should cost and ask for a cost 
breakdown,” (2) “Use probing guestions (e.g., How did the 
seller arrive at the price he is asking for the part.) in 
order to test the firmness of the seller’s position,” and 
(3), “Tell the seller that you need his help in order to 
determine that the offered price is fair and reasonable,” 

e) What bargaining approaches are preferred by 
Government procurement personnel? Government procurement 
personnel overwhelmingly prefer an interest-based bargaining 


approach. 


f) Is there any difference between the preferred 
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bargaining approaches of experienced and inexperienced 
contracting personnel? Experienced personnel are less 
likely to prefer an interest-based approach than 
inexperienced personnel. 

g) How should a Government buyer prepare for bargaining 
with a sole source, "Take It or Leave It" offeror? Based on 
the elements of bargaining and the strategy and tactics 
shown to have statistical significance, gathering and 
assimilating information should be a Government buyer’s 
first priority. This includes “Knowing what you are 
buying,” and “Your understanding of the Government’s 
interests”. Also important to bargaining within this type 
of scenario are actions that would bolster the Government’s 
“Commitment to enSuring a fair and reasonable price,” and 
actions that would extend the amount of “Time available” for 
the procurement. 

E. SUGGESTIONS FOR FUTURE RESEARCH 

1. This research was tailored to one specific 
procurement case, the case of a Government-contractor 
bilateral monopoly. A number of bargaining elements were 
found to be significant in this case including, knowledge or 
information, commitment, time, interests and alternatives. 

A follow-on study to this research which focused on the 
role of one or more of these bargaining elements in other 
bargaining or negotiation scenarios, such as negotiations 


1s 


for the acquisition of a major weapon system, might yield 
Significant results. Depending on the procurement or 
acquisition scenario proposed, other elements of bargaining 
might prove to be significant, or perhaps an entirely 
different set of bargaining elements might prove to be 
Significant. Such knowledge would be of assistance to 
Government contracting personnel preparing for the type of 
bargaining or negotiation scenario studied. 

2. The data within this thesis were collected through 
the distribution of a survey. Siegel and FPouraker’s 
research is the only work found by the researcher which used 
findings from empirical experimentation as a basis for 
research. The procedures and scenarios used to conduct this 
empirical work were detailed in Bargaining and Group 
Decision Making, Experiments in Bilateral Monopoly. The 
elements of bargaining determined to be significant within 
this thesis could be examined empirically using Siegel and 
Fouraker’s work as a basis and Government contracting 
personnel as the subjects. A follow-on study using their 
scenarios and Government contracting personnel as 
Dake1clpanes MIgGhe UuNeever ddilceiomalseonelusions, whieh 
might benefit the research within the contracting field and 


the training of Government contracting personnel. 
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APPENDIX: THESIS SURVEY (WITH COVER LETTER) 


Naval Postgraduate School 
SEG loo 
Monterey, CA 93943 


6 August, 1907 


Dear Reader, 

The purpose of this survey is to identify effective 
bargaining approaches which might be used to procure goods 
or services from a sole source of supply when the sole 
source refuses to bargain and the price is suspected to be 
unfair or unreasonable. Initially, a sole source offeror 
has considerable bargaining leverage over the Government. 
Other factors may give a sole source even more bargaining 
leverage. Pricing data needed to properly evaluate the 
seller’s quote may be incomplete, inaccurate or unavailable. 
Urgent and compelling need may require accelerating the 
procurement process. This survey has been designed to 
gather and evaluate possible approaches a Government buyer 
might use to effectively work through this type of difficult 
procurement situation. 

The information gathered from this survey will be 
analyzed for information that Navy procurement personnel 


may find helpful when dealing with a difficult sole source 


ie 


procurement. The goal is to increase the effectiveness of 
Government procurement by proposing methods and strategies 
which might be used by Government buyers to achieve a better 
bargain from a sole source seller, and to ensure that the 
price proposed by the sole source is fair and reasonable. 

The survey 1s divided into five parts. Part I of the 
Survey requests various demographic information. Part II 
presents a fictional procurement scenario which is used as a 
basis for anSwering the survey questions in Part III. Part 
IV of the survey provides a space for the reader to provide 
additional bargaining strategy and approaches, commentary 
and feedback. Part V presents different bargaining 
approaches for the reader to evaluate. 

Thank you for giving your valuable time to this survey 
effort. Your knowledge, experience and acumen will be used 
to form the nucleus for guidelines that all Government 
contracting personnel may use to accomplish their work more 
efficiently and make their jobs easier. When you have 
completed the survey, please return it to your supervisor 
fe @ 1 ale ile ee 


Sincerely, 


Dennis G. Van Veen 
Le SG > USN 


+> 
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SURVEY PART I - DEMOGRAPHIC INFORMATION 
(Please circle or fill in the appropriate response.) 
1. Name (optional): 
Zener ee 2) ZO=30 S=23.0 36-40 41-45 46-50 
jo 0 614 
3. Gender: female male 
4. Military rank or civilian pay grade: 


Denn Ob NEL Le: 


6. Command (optional): 
7. E-mail address (optional): 
8. Years experience in Government contracting: 
OBasil 2-3 4=5 o= 10 Las Loe 2.0 
Zia 26+ 
9. Highest level of education attained: 
a« some High Schoo! e. Bachelor’s Degree 
b. Higheschool Vaploma i Some Graduate Level 
(or GED) Courses 
c. Some College g. Master’s Degree 
d. Associate’s Degree h. Doctorate Degree 
10. Years experience you have had in each of the following 
procurement categories. (Use fractions for partial years) 
ro. es Under 227500 J Ge. 007.001) 5, 000), oon 
 . Db. 22,508 = 5257000 foe G3 Se5.000> Cots 10000 000 
Cs 929,001 = 31007000 ee 2b. Overs 10, 0007000 


Thank you! You have completed Part I. Please go to Part II 


ives: 


PART Ii 
PROCUREMENT SCENARIO 

You are a buyer for the Navy working at the Naval 
Imvemtory Control Point, (NAVICP), Phvledelonivae. In f£ront-o 
you 1S a purchase request from USS CONSTELLATION (CV 64) for 
two high pressure steam reducing valves, parts which are 
essential for the operation of two of the ship’s four steam- 
powered catapults. The catapults are currently out of 
commission due to lack of these two parts. The purchase 
request is stamped C-3 CASREP, meaning that a major 
degradation has occurred to a primary weapon system on board 
a critical element of the Nation’s defense. In fact, the 
C-3 status of your requisition is automatic justification at 
NAVICP for you to deviate from the normal reguirements of 
the Federal Acguisition Regulation (FAR), based on the 
"urgent and compelling" nature of the reguirement. You 
received the requisition yesterday and immediately called 
the source of supply, San Diego Valve and Industrial (SDVI), 
which guickly responded with an offer of $90,000 for the two 
valves required. 

The technical report was jJUSt- placed in your in-box. 
The report says that the valves were manufactured according 
to a design tailored to fit the unique pressure reducing 


requirements of the steam catapults and that the original 
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manufacturer went out of business 20 years ago. Eight of 
the valves were originally procured by the Navy, four for 
CONSTELLATION and four spares for supply system stock. 
Supply stocks were exhausted 10 years ago when all four 
valves were requisitioned for a major overhaul of the 
catapults. The valve has not been purchased by the 
Government since the original valves were purchased thirty 
years ago. Purchase price for the original valves was 
$1,500 each. The technical report stated that SDVI is the 
only known source of the valves. The report also 
concluded, based on an analysis of the NAVSHIPS drawings 
for the valve, that manufacturing the valve, if a 
manufacturer could be found, would take a minimum of 16 
weeks. 

With some suspicion concerning the reasonableness of 
the offered price, you called SDVI and requested cost or 
pricing data that would allow you to justify the price. 
SDVI refused to forward any cost or pricing data, telling 
you that it is against their company policy to provide such 
data. SDVI also reminded you that their price was below 
$100,000, which is the Simplified Acquisition Threshold at 
NAVICP. Finally, SDVL cold you thagetmeis price ac 
“nonnegotiable." In short, you were told to "Take it, or 


leave it." CONSTELLATION is scheduled to depart on a six 


joa 
Ud 
~] 


month deployment in three days. You have been told in no 
uncertain terms that the ship must have these valves before 
getting underway. The Commander of NAVICP, Admiral Flag, 
will be briefed daily on the progress of this procurement. 
Though the above scenario may seem highly unlikely, the 
same or very similar situations do occur at the NAVICP and 
the numerous field contracting offices which Support the 
Wes. Navy. The <situatwon 2s ears: There ws) only sone. known 
supplier.  COSE -OF--prieing data cannot be obtained oF ws 
inaccurate or incomplete. The part is urgently needed. The 
Supplier refuses to negotiate. What approaches should you, 
as a Government buyer, use to ensure the Government receives 


a fair and reasonable price? 


Using the information contained in this scenario, 


please answer the survey questions in Part III. 
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PART III 
SURVEY QUESTIONS 
Please answer the following questions based on the USS 
CONSTELLATION procurement scenario. 
(circle your answer please) 
1. Have you ever had to buy goods and services under 


conditions similar to the USS CONSTELLATION procurement 


scenario? 
a. Yes, once. d. Yes, several times. 
b. No, never. e. Yes, at least one 
occasion per month. 
c. Yes, a couple f.  OGmer. 


of times. 
2. Rank the following elements according to their 
importance to resolving the bargaining impasse with San 
Diego Valve and Industrial (SDVI). (Rank your top ten 
choices. Rank your most important element with a “1" and 
your least important element with a “10".) 

a. The seller's opinion of your credibility. 

b. The relationship between you and the seller 


from prior business dealings. 


c. Your effectiveness aS a communicator. 

d. Possible alternatives to buying from the 
seller. 

e. Your understanding of the Government's 
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interests. 
f. Your understanding of the seller's interests. 
g. Successfully building a working relationship 
between you and the seller. 
h. Finding a middle ground or compromise between 


you and the Seiler whiem prevides forva mera 


gain. 
i. Convincing the seller to bargain objectively. 
J. Successfully arguing that the seller's price 


is unreasonable. 

k. Knowing what you are buying. 

l. Your commitment to ensuring the Government 
receives a fair and reasonable price. 

m. The amount of time available to you to resolve 


the problem. 


n. The amount of effort you exert to resolve the 
problem. 
o. Other (Please explain) 
oe ii Vou own ep er lence iaveryem tounde car: 
a. A "Take it or Leave It" offer from a sole source of 


Supply is always the final word. 
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b. A "Take it or Leave It" offer from a sole source of 
supply is almost always the final word. 
c. A "Take it or Leave It" offer from a sole source of 
supply is the final word over one half of the time. 
4. In your own experience have you found that: 
a. A "Take it or Leave It" offer from a sole source of 
supply can occasionally be negotiated. 
b. A "Take it or Leave It" offer from a sole 
source of supply can usually be negotiated. 
c. A "Take it or Leave It" offer from a sole 
source of supply can almost always be negotiated. 
5. Which strategies or approaches have you used in the 
past, or would attempt to use in the future to resolve the 


bargaining impasse with San Diego Valve and Industrial 


(SDVI), assuming that it was not possible to find another 
source of supply? (Please rank your top ten choices in each 
Gabegory.} 


Would use 


Have used in the 


in the past future 


a. Appeal to seller's patriotism. 


db. ImpLicwely notify “she weel ler iit 


future Government business for his 
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firm may be sharply curtailed unless 

he bargains in good faith. 

Tell the seller in no uncertain ee oe 
terms that future Government business 

for his £Lirm may be sharply curtailed 
unless he bargains in good faith. 

Tell the seller that you need his 

help in order to determine that 

the offered price is fair and reasonable. 
Threaten to bypass the seller's 
representative you are dealing with 
and appeal for a fair and reasonable 
price from his boss. 

Use probing questions (e.g., How 

did the seller arrive at the price 
he is asking for the part.) in order 
to test the firmness of the seller's 
BoOsteron. 

im:erm the seller of possible ne — 
alternatives to buying the part from 

the seller (e.g., possibly repairing 

the valve). 


Lie to the seller by informing him 


that you have another source of 
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supply. 

Tell the selier that you plan to 

bring in higher management to 

assist you. 

Make a low ball counter-offer. 

Make a counter-offer explaining 

the amount offered is all you have. 

Explain that the seller's price is 

much higher than what you expect 

the part should cost and ask for a 

cost breakdown. 

“Walk away” from the seller’s offer, 
with the hope that you can resume 
bargaining on better terms later on. 

Offer the sole source a letter 

COntract. 

Tell the seller, “You have got 

to do better than that!” 

Tell the seller that a new design 

for the part you wish to buy from 

him 2s “im the works.” 

Tell the seller that his position 

has angered your boss. 


Patiently wait for the seller to 


Tao 


offer a better deal. 

Other bargaining approaches you 
would use or have used in the past 
(Please describe, and use the reverse 


Side of this page if extra space is needed.) 


PART IV 
ADDITIONAL INFORMATION 


] Please use the space provided below to provide 


~~ © 


additional information with respect to how you would resolve 


the bargaining impasse with San Diego Valve and Industrial. 
(Use the back side of this page if you need additional 


space.) 


2. It may be beneficial to call you at some time in the 
future to discuss your responses to this survey. May we 


@ail you: 


a. Yes. You may call me at telephone number 

b. Please don't call me. 

c. I prefer e-mail. My e-mail address is 
3. Please use the space below to ask questions or provide 
comments related to the survey. All questions will be 
answered expeditiously. Any added comments (including 


va 


Gricticism) are appreciated. 


Thank You. Please proceed to Part V. 
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PART V - 


BARGAINING PREFERENCES 


1. For each set of bargaining approaches listed below, 


place a “1" next to your most preferred 


to your second preferred response and a 


least preferred response: 


a. Participate 
friends 
a The goal is 


agreement 


oe Separate 
the people 
from the 
problem 

d. Be hard on 
the people 


and hard on 


problem 
e. Trust others 
ie DiGw i cee 


Participate as 


adversaries 


Seen Ne eGOa Sis 


Ie EO ey 


Make concessions 
to cultivate the 


relationship 


Be soft on the 


people and soft 


the problem 


Distrust others 


Focus on 


response, a “2" next 


next to your 


Participate as 
problem-solvers 
The goal is a 
wise outcome 
reached | 
efficiently and 
amicabiy 

Demand 
concessions as a 
CONdLEION. of Ene 
relationship 

Be soft on the 
people and hard 


on the problem 


Proceed 
independent 
of trust 


Change your 


your 
position 
Explore 
Interests 
Mislead as 
EO Your 
bottom line 
Invent 
Opttons. tot 


mutual gain 


search Lor 
the single 
answer: the 
one they will 
aCCEDE 

Insist on 


YOULL pOSi Elon 


hey eo win 
a contest of 


Wield 


interests, 
not pPoesitions 


Make oLceve 


Disclose your 


bottom line 


Demand one- 
Sided gains as 
the price of 
agreement 

Search for the 
Single answer: 
the one you will 


accent 


Insist on 


agreement 


TEY {oO avoad 


a Contest of will 
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position easily 


Make threats 


__ Avoid having a 


bottom line 


= JeCGept. One=sacded 


losses to reach 


ag reenene 


Develop multiple 
options to choose 
from and decide 


later 


Insti St On. wsing 
objective 


criteria 


fo ey) be weeael a 


result based on 
standards 
independent of 


will 


yee ee Gl EO _ apply pressure __ Reason and be 
pressure open to reasons; 
Yield to 
principle, not 


PELeSosuULe. 


Thank You! You have now completed this survey. Please 


return the survey to your supervisor. 





LIST OF REFERENCES 


i Contract Pricing Reference Guide (CPRG), Volume I, Price 
Analysis, Wright-Patterson AFB, OH, Air Force Institute of 
Technology, and Washington, DC, Federal Acquisition 
imstituce, vanuary 1LYo;. 


ue Federal Acquisition Regulation (FAR), Washington, DC, 
Government Printing Ofitvee, 19g]. 


3. Gould, John. PP. Jr., and Lazear, Edward P., Microeconomic 
Theory, Homewood IL, Irwin, 1989. 


4. Higgs, Jocelyn R., An Examination ofwAcgui sition weit cal 
Dilemmas: Case Studies for Ethics Training, Master’s 
Thesis, Monterey, CA, Naval Postgraduate School, December 
Poo 


5. Bacharach, Samuel B., and Lawler, Edward J., Bargaining 
Power, Tactics and Outcomes, San Francisco, Jossey-Bass 
Publishers, 1981. 


6, Hirschledter, Jack, Price Theory and Appi recacions, 
Englewood Cliffs, NJ, Prentice Hall, 1988. 


We Friedman, David, Price Theory: An Intermediate Text, 
Chapter 11: Game Theory, Strategic Behavior and Oligopoly, 
South-Western Publishing Co., 1990 at Internet site 
www.best.com/~ddfr/Academic/Price Theory/PThy Chapter 11/PTh 
yechapeer 1 eiemi 


8. Varian, Hal. R., Microeconomic Analysis, New York, W. W. 
Nerlon & Company, Ime., 1972. 


9. Karrass, Chester L., Give and Take, The Complete Guide 
to Negotiating Strategies and Tactics, New York, Thomas Y. 
Crowell Company, 1974. 


Oe Roget, Peter Mark, Roget’s Thesaurus, at Internet cite 
www.bsee.swin.edu.au/text/roget/home.html 


Lie Contract Pricing Reference Guide (CPRG), Volume V, 
Federal Contract Negotiation Techniques, Wright-Patterson 
AFB, OH, Air Force Institute of Technology, and Washington, 
DC, Fédéral Acquisition Institute, Octeser, 1996. 


a 
C1 
}O 


12. Machiup,. Fritz, andes Taber, Martha, Bilateral Monopoly, 
Successive Monopoly, and Vertical Integration, London, 
Economica, The London School of Economics aesndyPoliiacal 
Scienee, Volume 27, May-d360, 5 5p. LO-ti7e 


13. Rubin, Jeffrey Z., and Brown, Bert R., The Social 
Psychology of Bargaining and Negotiation, New York, Academic 
Press, 1975. 


14. Zeuthen, Frederik, Problems of Monopoly and Economic 
Warfare, New York, Reprints of Economic Classics, Augustus 
M. Kelley Publishers, 1968. 


15. Pen, J., A General Theory of Bargaining, Evanston, IL, 
The American Economic Review, The American Economic 
PSSCClaction, Volumens 2, ano o 7 ops ictedZe 


os fw Nash Jelm be dia, Sine bargaining row.en, 
Bconometrrea, Volume ce, Chieago;, Lh, sine Unaversity vor 
Chaecageo aloe ee o>] hoe 


17. Friedman, Bilateral Monopoly: A Solution, at Internet 
Site www.best.com/~ ddfr/Academic/Bilateral Monopoly A/ 
Bilateral Menope ly. hem: 


18. Blair, Roger D., David L. Kaserman and Richard E. 
Romano, A Pedagogical Treatment of Bilateral Monopoly, 
SOUENernN Beenemice JDournaljwasvelume 55, 1265, potes loo 


19. Siegel, Sidney, and Lawrence E. Fouraker, Bargaining 
and Group Decision Making, New York, McGraw-Hill, 1960. 


20% Gross, John G., The Become estosele cat ning, emaen, 
Basic Books, Inc., 1969. 


Oia lruert, Dale and Truett, Bala, Jotme errors: 
Maximization, Negotiation and Determinacy of Price, The 
JouUmnat er Economic Education, Velume 24, ssunmer 19937) pp. 
260-270. 


7 woos alana. And Hilt Mariya b er loung toOLU somo eee 
the Bilateral Monopoly Problem under Uncertainty, Chapel 
Hall Neorthmearcline, Soukherm -Bconcmic Journal; Volume oC, 
Octobe, 1993, po. 4/9-489: 


23. Lamm, David V., and Vose, Lawrence C., Seller Pricing 
Strategies: A Buyer’s Perspective, Journal of Purchasing and 
Materials Management, National Association of Purchasing 


LOZ 


Management, Inc. Fall, 1988, pp. 9-13. 


ee Catlin, Robert M., and Bernard J. Faenza, 
Identification of Negotiation Tactics of Air Force Contract 
NeG@oriaeOrs, “Velie -Parcers ony its Orce, base, Un, eco. of 
Systems and Logistics, Air Force Institute of Technology, 
September, 1985, as quoted in Besch, Thomas M., 
Identification of Negotiation Tactics and Strategies of Army 
Negotiators, Masters Thesis, Monterey, CA, Naval 
Postgraduate School, December, 1992. 


25. Stanley, Mark E., Experienced Versus Inexperienced 
Negotiators, Masters Thesis, Monterey, CA, Naval 
Postgraduate School, June, 1995. 


26. Warschaw, Tessa Albert, Winning By Negotiation, New 
York, McGraw-Hill, 1980. 


27. Besch, Thomas M., Identification of Negotiation Tactics 
and Strategies of Army Negotiators, Masters Thesis, 
Monterey, CA, Naval Postgraduate School, December, 1992. 


28. Johnston, Robert W., Negotiation Strategies: Different 
Strokes for Different Folks, in Lewicki, Roy J., and 
Litterer, Joseph A., Negotiation: Readings, Exercises, and 
Cases, Homewood... Lilinois, lrwin> 1965. 


29. Sun Tzu, The Art of War, translated by Samuel B. 
Sritfith, London, Oxford University Press, 1963 


30. Fisher, Roger, Kopelman, Elizabeth and Schneider, 
Andrea Kupfer, Beyond Machiavelli, Tools for Coping with 
Conflict, Cambridge, MA, Harvard University Press, 1994. 


31. Fisher, Roger, and Ury, William, Getting to Yes 


Negotiating Agreement Without Giving In, Boston, Houghton 
Muri lin- Company, 1932. 


io 







i$ 
nae 
a 
a 
@ 
= 
a : 
(iis 
= = 
: ; 
so 
{ 
t . 
. 
- =) 
OO ad |. * @& = é »& : a a é< 2 





= Horenr Peal eee Peis. 48, Pu: aeiveas Gs 

‘ie oom. ee a opeiay om of Frichéeine : 
- 

sue i | / > i So 

: or all - is oo 7 7 
a 


ot 
: 





Lor a 


- 


7 Fo 4 an - - 


BIBLIOGRAPHY 


Acuff, Frank L., How to Negotiate Anything with Anyone 
Anywhere Around the World, New York, American Management 
Association, 1993. 


Albin, Cecilia, The Role of Fairness in Negotiation, 
Negotiation Journal, Volume 9, No. 3, July, 1993. 


Albrecht, Karl and Albrecht, Steve, Added Value Negotiating, 
The Breakthrough Method for Building Balanced Deals, 
Homewood, Illinois, Business One Irwin, 1993. 


Bacharach, Samuel B., and Lawler, Edward J., Bargaining: 
Power, Tactics and Outcomes, San Francisco, Jossey-Bass 
Publishers, 1981. 


Besch, Thomas M., Identification of Negotiation Tactics and 
Strategies of Army Negotiators, Masters Thesis, Monterey, 
CA, Naval Postgraduate School, December, 1992. 


Bishop, Robert L., A Zeuthen-Hicks Theory of Bargaining, New 
Haven, CT, Econometrica, Volume 32, No.3, July, 1964. 


Blair, R. D., D. L. Kaserman, R. E. Romano, A Pedagogical 
Treatment of Bilateral Monopoly, Southern economic Journal, 
Volume 55, 1969, pp. 821-620. 


Bowley, Arthur Lyon, The Mathematical Groundwork of 
Economics, New York, Reprints of Economic Classics, Augustus 
M. Kelley Publishers, 1960. 


Brodt, Susan E., and Duncan, George T., Role-Differentiation 
Strategies for Negotiating Teams: Analysis of "Good Cop/Bad 
Cop" Tactics, Pittsburgh, PA, Carnegie Mellon University, 10 
August 1994. 


Brooks, Earl and Odiorne, George S., Managing by 
Negotiations, Malabar, Florida, Krieger Publishing Company, 
1984. 


Catlin, Robert M., and Bernard J. Faenza, Paentasication of 
Negotiation Tactics of Air Force Contract Negotiators, 
Wright-Patterson Air Force Base, OH, School of Systems and 
Logistics, Air Force Institute of Technology, September, 

Oe oa. 


£55 


Cohen, Herbert, You Can Negotiate Anything, New York, Lyle 
Shuatre,. 61. 


Contract Pricing Reference Guide (CPRG), Volume I, Price 
Analysis, Wright-Patterson APB, OH, Air Force Institute of 
Technology, and Washington, DC, Federal Acquisition 
Institute, January 1997. 


Contract Pricing Reference Guide (CPRG), Volume V, Federal 
Contract Negotiation Techniques, Wright-Patterson AFB, OH, 
Par Force sInstitute of Technology; and Washingeon,. Le, 
Federal Acquisition Institute, October, 1996. 


Cournot, Augustin, Researches Into the Mathematical 
Principles of the Theory of Wealth, New York, Reprints of 
Economic Classics, Augustus M. Kelley Publishers, 1960. 


Cross; John G.,. Fhe Bconomics Of Bargaining. London Basic 
Boors,. Lncw 1969. 


Dixit, Avinash K. and Nalebuff, Barry J., Thinking 
Strategically, The Competitive Edge in Business, Politics, 
and Everyday Life, New York, W. W. Norton & Company, 1991. 


Dobbs, Ian M. And Hill, Martyn B., Pricing Solutions to the 
Bilateral Monopoly Problem under Uncertainty, Chapel Hill, 


North Carolina, Southern Economic Journal, Volume 60, 
October, 1993, pp. 479-489. 


Druckman, Daniel, Zechmeister, Kathleen and Solomon, Daniel, 
Determinants of Bargaining Behavior in a Bilateral Monopoly 


Situation: Opponent’s Concession Rate and Relative 
Defensibility, Behavioral Sciences, Volume 17, 1972, pp. 
Sa 53 ie 


Druckman, Daniel and Bonoma, Thomas V., Determinants of 
Bargaining Behavior in a Bilateral Monopoly Situation IT: 
Opponent's Concession Rate and Similarity, Behavioral 
Science, Volume 21) No. 4,..July, 1976. 


Federal Acquisition Regulation (FAR), Washington, DC, 
Government Printing Office, 1997. 


Fisher, Roger, and Ury, William, Getting to Yes: 
Negotiating Agreement Without Giving In, Boston, Houghton 
Mae Pa eee eh oen 


1>6 


Fisher, Roger, Kopelman, Elizabeth and Schneider, Andrea 
Kupfer, Beyond Machiavelli: Tools for Coping with Conflict, 


Cambridge, Massachusetts, Harvard University Press, 1994. 


Fitzsimmons, James Patrick, Negotiations: Experienced vs. 
Inexperienced Negotiators, Master's Thesis, Naval 
Postgraduate School, Monterey, California, December 1990. 


Friedman, Bilateral Monopoly: A Solution, at Internet site 
www.best.com/~ ddfr/Academic/Bilateral Monopoly A/ 
Bilateral Monopoly.html 


Friedman, David, Price Theory: An Intermediate Text, Chapter 
11: Game Theory, Strategic Behavior and Oligopoly, South- 


Western Publishing Co., 1990 at Internet site 
www.best.com/ddfr/Academic /Thy_ Chapter _11-.html 


Gould, John P. Jr., and Lazear, Edward P., Microeconomic 
ineory, Homewood IL; Lewin, 1909. 


Hayward, John Alan, Learning Styles of Government and 
Industry Negotiators: An Analysis, Masters Thesis, Naval 
Postgraduate School, Monterey, California, June 1994. 


Hicks, John Richard, The Theory of Wages, London, Macmillan 
& Cos bids, 1963. 


Higas, Jocelyn R., An Examenacion of Acguisitien Feizca 
Dilemmas: Case Studies for Ethics Training, Master’s 
Thesis, Monterey, CA, Naval Postgraduate School, December 
1995. 


Hirschleifer, Jack, Price Theory and Applications, Englewood 
Cliffs, NJ, Prentice Hall, 1988. 


Hopmann, Terrence P., The Negotiation Process and the 
Resolution of International Conflicts, Columbia, South 
Carolina, University of South Carolina Press, 1996. 


Horn, Henrick, and Wolisky, Asher, Bilateral Monopolies and 
Incentives for Merger, Rand Journal of Economics, Volume 19, 
No; 38, Autumn, 1986.. 


Ilich, John, The Art and Skill of Successful Negotiation, 
Englewood Cliffs, New Jersey, Prentice Hall, Inc., 1973. 


Johnston, J., A Model of Wage Determination Under Bilateral 


1g 


Monopoly, London, The Economic Journal, Royal Economic 
Society, Macmillan Journals Limited, September, 1992. 


Johnston, Robert W., Negotiation Strategies: Different 
Serekes for Difierene Forks, an Lewicki,, Boy va. and 
Litterer, Joseph A., Negotiation: Readings, Exercises, and 


Cases, Homewood, Illinois, Irwin, 1985. 


Karrass, Chester L., A Study of the Relationship of 
Negotiator Skill and Power as Determinants of Negotiation 
Outcome, Doctoral thesis, University of Southern California, 
Los Angeles, California, 1968. 


Karrass, Chester L., The Negotiating Game, New York: The 
World Publishing Company, 1970. 


Karrass, Chester L., Effective Negotiating: Poker tables 
Ethics, Traffic Management, August 1985, p.85. 


Karrass, Chester L., The Fine Art of Answering Questions, 
Traffic Management, June 1988, p.41. 


Karrass, Chester L., How to Handle the Threat, Traffic 
Management, April, p. 35. 


Karrass, Chester L., Down and Dirty Tactics, Traffic 
Management, June 1992, p. 25-26 


Karrass, Chester L., Give and Take: The Complete Guide to 
Negotiating Strategies and Tactics, New York, Thomas Y. 
Crowell Company, 1974. 


Lamm, David V., and Vose, Lawrence C., Seller Pricing 
Strategies: A Buyer’s Perspective, Journal of Purchasing and 
Materials Management, National Association of Purchasing 
Management, Inc. Fall, 1988. 


Lewicki, Roy J., and Litterer, Joseph A, Negotiation: 
Readings, Exercises and Cases, Irwin, Homewood, Illinois, 
LCS 


Machlup, Fritz, and Taber, Martha, Bilateral Monopoly, 
Successive Monopoly, and Vertical Integration, London, 
Feonomlca, ine. peondon oecneol or ECcemomucs and Politrcal 
Se ence, evolume.2?,. May 1960;>pp.. Ver-117. 


Merrifield, John, Coasian Resolutions of Two-Party 


iS 


Externalities: <A Special Case of Bilateral Monopoly, Public 
Finance, Volume 48, No. 1, 1993. 


Nash, John F. Jr., The Bargaining Problem, Econometrica, 


Volume 18, Chicago, IL, The University of Chicago, 1950, p. 
So Loe. 


Nierenberg, Gerard I., The Art of Negotiating, New York: 
Simon and Schuster, 1968. 


Nierenberg, Gerard I., The Complete Negotiator, New York: 
Nierenberg & Zeif Publishing, 1986. 


Nierenberg, Gerard I., Fundamentals of Negotiating, New 
York, Hawthorn Books, 1973. 


Neale, Margaret A., and Bazerman, Max H., Cognition and 
Rationality in Negotiation, New York, The Free Press, 1991. 


Pen, J., A General Theory of Bargaining, Evanston, IL, The 
American Economic Review, The American Economic Association, 
Volume 42, 1952, pp. 24-42. 


Ponssard, Jean-Pierre, Competitive Strategies, Amsterdam, 
North-Holland Publishing Company, 1981. 


Raiffa, Howard, The Art and Science of Negotiation, 
Cambridge Massachusetts, Harvard University Press, 1982. 


Roget, Peter Mark, Roget’s Thesaurus, at Internet cite 
www.bsee.swin.edu.au/text/roget/home. html 


Rubin, Jeffrey Z., and Brown, Bert R., The Social Psychology 
of Bargaining and Negotiation, New York, Academic Press, 
oe 5 ~ 


Schelling, Thomas C., The Strategy of Conflict, Cambridge, 
Massachusetts, Harvard University Press, 1963. 


Siegel, Sidney, and Lawrence E. Fouraker, Bargaining and 
Group Decision Making, New York, McGraw-Hill, 1960. 


Siegel, Sidney, and Lawrence E. Fouraker, Bargaining 
Behavior, New York, McGraw-Hill, 1963. 


Stahl, Ingolf, Bargaining Theory, Stockholm, The Economic 
Research Institute at the Stockholm School of Economics, 


to 2. 


Loo 


Stanley, Mark E., Experienced versus Inexperienced 
Negotiators, Masters Thesis, Naval Postgraduate School, 
Monterey, CA, June 1995. 


Sum Tzu, The Art of War, translated by Samucl SB terriiten, 
bonmdon, Oxtord University Press, 1963. 


Truett, Dale and Truett, Lila, Joint Profit Maximization, 
Negotiation ~nd Determinacy GL Price, Ime Vournal or 
Economie Bcucacrvon, Volume. 247 eeummer 1992. . pee Zo0-27 ee 


Varian, Hal R., Microeconomic Analysis, New York, W. W. 
Norton & Company, 1978. 


Warshaw, Tessa Albert, Winning by Negotiation, New York, 
McGraw-Hill, 1980. 


Zeuthen, Frederik, Problems of Monopoly and Economic 
Warfare, New York, Reprints of Economic Classics, Augustus 
M. Kelley Publishers, 1968. 


160 


INITIAL DISTRIBUTION LIST 


Defense Technical Information Center.................. 
8725 John J. Kingman Rd., Ste 0944 
Ft. Belvoir, Virginia 22060-6218 


Iie er: nix lane tea ee cae ee cn aay ee, 
Naval Postgraduate School 

411 Dyer Rd. 

Monterey, California 93943-5101 


Defense Logistic Studies Information Exchange......... 
U.S. Army Logistics Management College 
Fort Lee, Virginia 23801-6043 


Disember)... Liamine: 4... 4 <2 = Seema te ere 
Code SM/Lt 

Naval Postgraduate School 

Monterey, California 93943-5103 


LP Dente Van. Veen. wisn 4 s4 3 ew fede ee eee 
1132 Spruance Road 
Monterey, California 93940 


Mie. Waa Ac. Vat Veet os 2.0% = a1 cee ae el eee ee 
2514 Traynor Avenue 
Claymont, Delaware 19703 


Supply OR EPCS cl Oiaoe 2 4 cet ate 7/5 dee en ia ee 
Marine Corps Base HI 

BOx 63062 

MCBH Kaneohe Bay, Hawaii 96863-3063 


6 i 


es 
! 
¢ Oe ws 
ae ee 
ost be aE og 








JUDLEY KNOX LIBRARY 


NAVAL POSTGRADUATE SCHOOL 
MONTEREY ma 93943-51014 


BE Ns 775 {| 


my dS sae SAN 
































Te 
POC t ao ay ae [ie a 
hay i a mo ‘ At: . 4 sy 
e Le Ca ats i t : Ply 
tiga. ie rn an cebe 













mh 
Jy a My cf) . PP oe “° no 
Ye ir) A OR ed rag te 
nA saeets 8 Hebe @ 5 


4! rd rar 
iy i UJ 4 at ' x i) S i 0 ic : iy 
eer) eh pi Sy 3 | 
oi Cy i : » a Poe eh 
a ai piste | ar 
























Pe ee ce ee 
oie ee t] b ee) i] Veo oe e 
aru Ar ee onl. ee | ‘es 
4 ” e 2 i UP in r : ve ty * 
re Woe PHOS 05 OO: 200: sé 4 6b er aa "9 n Ary rrr a Err an A pe IC sas 
aH tf h i a A tre art U ° ij Re 
p it r bei AY baru ar re Horst as pp A 





too 8 
fj eine wi 
i ie rir 


ocbat g te rd 

a As habe t 0 p's 

Pe) et ie 2 | 
wee 






Bate 


cohen 


mt 












i 

a0 bacteae A 

aL BT J oe ri j 
‘ La | a geetes OAT re foe ma t 
ry LU and an ‘ 

Ot + ea fey 

¢ i C oo 

H ’ PARES 





a rr ae 
+R ah Trai 
Mu re Pd sa) 


tT 
eer) Lr 

































































# ter be dag due oy! esse ‘ ae Tht Pike per 
o A Cee ee L5CUiG - f. i 5 Cat ie rieere ar 
4 ma H i. ne ‘ P A r 
art de YU e BL 4 Pree | A if? L ee | ry 
yet A Ade td yD ares ig re v7 
«fn ue Seqs re? Be aE ya PRD rae. Par ar 
4 eo a Hit wets re regen Fs By oD @ ‘Ref r ta Par 
rol ae ee 0 @* fe oft iT . ost i} ve Ye a 
Tea ti oe it G he 0 PSE cr) A re et ry ps 
ee a wee oh ee Ae ri ri) ‘ ae ae ry er 
Pere TUre ee LO NLT Oe NOY Lene Bh Co Pe Be) ir RR re BO ae ec | =F Py Ping 
apEen tel g ee gad dgge tree ere t Ts RO Py be of O Py ee ta 
ui aL if oe ¢ a Geaseuet fos os ren ir PTE e ¢ Ps Fi ‘ 
steals Cgesete re Cy Cae we) ie e 6 he iw 
Lr ‘: re ie . Are ogse® Sate PY] r) i ry é r F Thi e 
La ra! . HPT Pa Ye Ta ‘ Oe ee ee p @ 
ene teh yf lie Yr) Po U a Cron merry Pete are ‘ . 
arb CAP OLE Reon a, Perro ory eo i rr cor Oa eo. fs 
SG DR i Cae aL Hagctes Pa ee A - 
Pod bees eae } ws - ra ’ ahd) 5 e Ce ne FP ar 
Oe rs Ty ial oe ’ Ad AF ; eet ee ae eT en eae) ete A ‘ 4 
beta Oberg bye Poe wy U f 7} Creat) fal , uae 00s? ,e se te ee ¢ be Fi 
booms vial aeicagl € a Si uote Car) ae rk A ry 4 et - 7 = 
rer a ry ye ot AS eh hd ee rr a rH orb ar @ oe re r ee - rary 
LU iehe atte i Ce fy Ue a8 eo ef Parl Pe me ® 
Pra ae Ito Rts ery ek mere Ce meee Pe Pa eee Py Pa 
PICT Ct 1 eee Pine WG | cheba edn nS PI 
ee at é 
ci er Pe a | 


aa 
nee ie M ae 


as Are 






faa a 


am €2 oh es 


RT 













“8 Pore io: ha LLY oenge 
“Be uwt CRD ne 
CHP ete acc 





A 
nS Pg 


fe s eae 
y.“3 ‘ it 4 i x . f . a eH a ] pee 
Pee ie ‘ hate ee Stet eane ant utty RU er 
Nenad ta aan ec fn i Ha Sa ey 


F PTT i pat Bt 
U 








ta 
a. 







" a 
a eh : 


, f ih 
ties ri a i 
A a) Pee 


ae; 
Qi TA ary 
the Pate) U wy an y : ’ } y PLL s4°FE © Bader Fi Pe rr 
Ay fs eit “dn ter Th P 4a aT bar) 1s rye ota 1h " Pt o I ar a EP He rt He reat Sa) ® 
Cone nae 
Pe ee Lad 


















i hee 
¢ 


re 





ede? 
M1 Pr os 
x od y°ae? 
i 


ea ite ria 
oer 















' “iegife ® cette 

















































































































































Le 
ee bai rh he O 
Se ict Hirst h; Saar a P 
sea ra 7 P 
hd . e 
% A 
. re | ny 
% Ao 
é 
en ee) td 
tr) 
r 
Pi . ° 
b ‘ j 4 A ae 2 D . Py 
,* i b 5 » : e ivD ‘ Ci H D 5 4 se 5 ey 5 rey 
fsa Seact 7 A oe rg aa z 7 ’ ay ; \ Tih “eS'%s'e a 8 a Dhar) See re fire ye i oe r 
4 La Po q - : a 
£ 4 ® 
‘ fa 
en 
ey 
=, * 
bt) 
Hy @ ? 
ear bs 
p ee 
er ips ot : 
cbs at a . 5 
a ie) 
i . 
n 
aH AL i | it) 
. 4 é 
, err 
fa he Nii RU! ies ° of F 
i is é 
* ATT 
e bd Oo 
Pa 
2 > 
= ° 
‘ a8 or Ta 
. . Ld ad e 
ae ome dorye ‘ it y ; reed by © ae nit ‘ ee on 
cia a td hoe ny Dan Pe i woo mr uy Pad A rt FIA A L by 
Mee ates : ae oe Os , 
awn ee : aris 
‘ 7 CY e-e i 
bl i Mi rr 
ar pie fa a ry steal Pied r 5 oc art} a) 7 a A , 4 ee os 
oe 96 s. } Pee Lae | Saba ' CAC PT Be of ieee, i 5 ie eer fos 6 Oh U Py ne ry 
Creer te ew Ly hd were are vi ° er) Py ‘ 
maT) ree Ee 5 ie | 5 P TPP Pi gene Le ¢? ® » 
Bre ay + Peta ae Pry ah 2. Jt CF e tape I ro ° ar Py | 
air Le Sa hed Re ec | e Ch Se | ee e °@ 
hh bebe Siea re eT Pe ee ht as aire re er Ps P 
J TT arn) ae | r a i 
To ry) wy oe ed an i e 
i eet he od eld td 4 PT 
O a tnd ad +t e @ 
; { rh P ho ) vere a r) a 
. M 7 >. rhe ry * * q e r Pre ry, 4 aheerte ae oF H = P a OE PTT : eas Ade aera ¢ ® Py : ‘. 
lated Ry bd bia 2 ¥ I he H , i ry Ds ' f co Pk gee Ch ce are ed 5 ® 
ise Se ule 3 a ye 5 Tere - FC Le i ePeog eons ee 
Bea ae Petr bag of Jeo One x et Lee 0 ae ee Ste oe 
frei Tee ree } Y e Pte) « - A Hae 5 o ¢ - 
A r fr Te or an ea “ 5 motets @ r) o n 
& ake ice H Wee ts wth ge ee 
a saat A br sg r fase P ae 3 2 : ; ? e: : e te © Pity wee 4g 8 ry A oa 
or aly ~~ weree’ Loe) ae att | hc pebinttoa x et iT . airs J . PY “en¢e r) 4 he Rs . ect ee ofp oe 5 Pr | - s ete r eo F 
eet tee ¥ be ay Sch a het hd 8 j Py has - er Ce pe) ? te Pr aan 
aad ON ase he tek oh aatbet] : Het , va Pe } ert Rea 5 yaa he 5 7? Ti a TLS ee P 
Fh pe a se Sete Roos be y y f : 1 eL ‘ ; ‘P& > pog- ae segren ot 1 A J Ae eae cm RO weet 6 8 ge fe a z 
aay eget ha apes slats bai pelea elt hd y M4 t cetrtn 4s, * hee y ah ted 5 . A 2 ae oO ol ae er! @ 0° 8 6 gor “4 e at or . ae ee Fe 2 ge 
o ba bees’ * 3% 3 ‘ ? : : hyo Te} mea ee * me * tet 8 4 ee D 
% pies Tiki each r Lad ¥ S aS greedy: s o . fi mL i 5 ec : 7.) 10 y Hy r 4 : y r ae Ryan? a O ah: 8h aH aT ors Ant “« * Pe SSI ey H , r 5c r 
1 ape gy z C oe * eb FE eh 6 iP ar er eee Hs The 0 name D) ne : P Oe ee ees tee . “Chea ee 
et i fend c : °¢@ Dan sea" Tee ah Rene o 
Ll to aeat ce ian oa - Pa Oe a *s ay ‘| Poa Pe nyt) Po} srs ee i. ga tee Se eet ee Be AE. hy 
ee La pial hd ok ~~ rs er i . t . zi BS rie , pieslege 18 &s 5 Pe ee eet ae ey | P 
plechintaas ibaboeeeet eh i a a ae indy * * rn i ar. 1 Pe aT) Pe Te STH cae 5 A aay i OL eee 
M, da Dy hPa b-D ah are psn \ i dy i : ; Piped : We : a ht . thd ne o ed Py oe oe of 8 oT) Bee 
seas bh bed Tend A tpeagh 0 dn sth 3 ni b wT Wend ny “ " ’ . oyets™ ce deg ao A a) - ar) os 
PN See stel d pest bd LAY Ff ® a Oe i ae | °° e ee 
“a het tt oe Steal tl — = ee | F - Pa he at) C ‘ fy fot ® Ue J e e rs PY a | oe - 
ote Ri Dc een pie i F; 4 - : J - ; hesel A nl a Sole weg A r A sate ml aor 5 
oo. Senha todd ah thie ae : : Cal wee% atte a y OUR AL Ta CS 4 ‘3 Pia tea a] - . rv ° 
- 5 Po Lit el ae I toe ae LO iy ec ry @2 © bes. en a) 7 Ps a 
a ohana poets ees hi ® > Cel one ne terete oss fc HBO er rn be tl oe ky Ye) “eee tev, re ee r D 
hea st Pees ere e c Tass 4 c 4 oi , he De o 83 5 to eS SR) Thee ar 
Sh Sethe wohaty-rsbsolete 3 pee ay i uu ce) Ser oe : rr) Pry) 7. 8 5 : art Pe ae 
amie ona atin a a : es tv? a 7 : : inert a 
baal ell a hd 4 by f piece" oP ete, e a ee) Ss Oo , 
BEd Hie ae ood a eae | ar] ray ee a ® » 
eae tte st i Pe | a 1 ¢ ar . 
trates es : ca ; 1 , eohe ay Bo aie) . tag Na Pare {ae . , 
2g Spee pe pe betes Ln a peehe eS opr ess a m oper. ary A - t Wht . F ae 3 oe eae ar 
oy A Note Re a He 8 Ae LE r ? ee os ° 
“afer werd Owe 8. rel sg Ar ae Reeds ts aad) pie G ere beak ALS Hs LA eee Sees Py 
pad 4 “g°wotr A e° Tagt olge . TT rT a 0 Pe 
ro ee Se Rr Srna * pede 4 rr ro fenviyte hb til ae | Rapin ¥ e. oe ‘ t ne ir Py 4 be ss r ars ae BE 
Sh dheh 0h at at mee ad ek od A he Od me = ary Parr perm A aa ery ee ee 9 


We ba Bd A t ae é 
Spanos a hh i a J ry wyatt a “8 Pert a Se o’cey tBes 0 


i 
a Do papi tafe Be eT LAs 


Berths ooo . i CY 
oe ae 
Chee Pd ee 









Ps 3 
12 “sega hep aged 
es ait ooh ox 


obs etetar © orge-* 
Tr 







rt 4 As Sette oF b 
‘ ry a rr ath 
pee Beier wage geass he te RESTS T 2h 
aan epson Sel ae Age ad if 
te Ps tet Bt pb bes eet ohne, ad br 4 Lg a Ls rl ek 
aaert ik Platte Ree ita ath dekatien) are | faa) x wa 4 *¢, y : a 
’ ePpouns 





a ee Shah oel es 

MLSE hid ttl ph beeen E ~ od HS) 

RY for a aye A ia ; ARTE 
ro i a ee he ee | 






ra Rt te Cre 
7 Ck ee 






Pest pe ry 
PY oy Otep, 45 iter ht ae) 
CIC Let Oe 2) et eT 
ae eee a ow nat 
a ae) iy a] «4 
es Tea eae Nad 
att ACP EAE wD Pe Perot. ‘ & 
, ed tee BE ba OS roa A putt boas sop ete 
. ir ” ‘ ' ae x) PT 
ven ‘ Say 4 etait oe ee 4 Lserrys 5 ve tT op oy WB eT toes 
ay pS Lenn aed Al ae! A tat a om *enat wes gs z Par et Ht: A 
Lo Ee i 
w tee: pa eer ste LEP ers ae se ofetn oy 
ahd Tole toe we we 
ca mpi mages ay abeoe Page 4 Coe eee le) , re. ae pace Lat 5 
J 
oe ee ah ret al ad tien ste we Fite uy hes Rae nee Pare eran 
Prem en eaThe hmv Geavird egret ete pa oa is) at dt ance} 4 a 
ped eects nection ene Cad is i P 
Ps Sse th Pak at ol Sooate r 
een!” it os see ery 































pe aia ey 
aa eed Th hheteek ak) cae aren 

















ore wey a “J 5 Cs 5 
be) “ 2 Fr a . ae "i errs > . Pree Perry cere | 
= Lat Sere vary vure emer e he Phare 4 toad Ae 3 a ele ae Hs : ce , Py tr or ete 
¥ Olid aga RA at L arb tina dl had p B ’ < aA + hobs nd = # Were ‘ . oa . OT) Ge a ar) 
ape es by pepe er A not a : are By t= MTT ioe ey DF 
5 pk el Sl AAs Ly ah beh EL iG he SrA yy ttt) sme oe ; 
pearly ees hae at oe A oe f 5 Rye ay 
c bs F . ps 34 'e 
eee oS *e dhesssebcre'p es - ao ge 
tela, dela lala 







a , rar tre 
atts gg Ao ae eer oe 
ren thd fo) + dg at] s os eo ee r) 
sh bs . ‘ 
ee eee 4 eT, , ree eee Pera Re 
he ee hee oe . 4.@e¢. 8 e e e 





